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SECRET

Second Draf February 24, 185

Compensation, Repatrietion and Resettlement

Lssumption: there night be sufficient improvement in sreb-Israsl
relations to permit negotiation (in private, and
without the conclusion of a peace) of a general

settlement covering sbatement of esonomic warfere,

retionalisation of armiftice lines and

consider the assessmeut, financing and

distribution of compensation; tue pruspect

0

f nmepatristing some of the refugees; and ths
result of these and other nossibhls pperations in

uerms of resehtilement ef the refugees,
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SECRET

SUMM-RY OF CONCLUSICNS

&. COMEENS:TION
I 4Lssessment

The London Working Party concludes:-

(a) That Ispsel should pay compensation for the
immovable properiy of Lrab refugees,

(b) That the compensstion due from Israsl in respect
of movable property should bs set off against, end cancel out,
Isracls claims to compensation for danage done and property lost
in the course of hostilities,

(e) That itle estimote of £100 m. made by the P.C.C. in
1951 should be the basis of corpersation for the immovable
property.

(d) That this fizure should bz increased by 218 m, in
respect of loss of use and rents since the ending of hostilities,
and by a furtier £10 u. in respect cr loga of Senants' vights,

(¢) That the P.C.C. should be asked to ensure that the
aggresation of the indiwidual claims which 1% ie now asssssing
does not result in a diffecent total from the 'global' figure
of £100 m. already adopted ty tke Commiseion,

IT Financing

(r) That compensation &s sbove should be financed by the
Governrent of Israel which wonld recoup itself in part by foreign
assistance which naght tale the form of a development loan bearing
interest and amortised over 60 years.

{g) That Israel's capacity to pay involves a patlern of

finenecing as follows:=

Iereel (minimum) £10 m,
hoan World Jewry £25 m.
U.8. Government g8y "

U.K. Government SHE M aiies cven SIS TN,

£128 m.
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ITT Distribution.

(h) That full and final settlement of each claim, allowing
eppeals to erbitretion, would be impossible and therefore,

(i) That £100 should be paid to each family as soon
as it eleets to leave UNRWa., This would involve an cutlay of
up to £18 million spread possibly over 10 years.

(i) That on completion of the P.0.C. assessment the
balsnce of claims up to £2000 per family should be paid, and
the families receiving £1000 or mcre should be autometically
struck orf the ration rolls. This would involve a net outlay
of about £67 million in the fourth and fifth years.

(k) That the balauce of claims over £2000 per family
should be invested in a bank with refugee and P.C.C,
representation on the Board, in order to ereats further employment
in the region. The outlay would be ebout 843 million from the
fourth year onward.

B:. REIATRIATION

(1) Thet with a view to reconeciling Arab claims to a
general right of repatrisztion with Israel's inebility to take
more than limited nuwbers, Israel should offer guotas for five
yvears, but without any undertaking about the future. The most
to bz expected is thet the five year total should bte 75,000, plus
a further 75,000 from Gaza 1f Israel accepbs the strip.

(1) That Israel should undertake the settlement of srab
repatriates (not necessarily in their former homes) in the same
woy &8 she settles Jewish immigrants, but in liaisen with UNRWa.

(n) That the costs of repatristion should (in crder to
éveid deductions by Israel from the compensation and consequent
.prasition by the iLrabs) be borne by UNRWAL, which would
recover the emount spent on each individual family as far as

possible from that family's compensation entitlement., The
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cost is not likely to exceed £10 million of which a8 higl

might be recovered.

C.s REISAETTLZNENT

(o) That all possible measures should be taken fo
accelerete the general economic development of the ~rab States
which is & pre-coadition of lerge-scale resettlement,

{p) That it is essential for the Arsb governmente vo permi
free movement, residence and enployment of refugces throughovt
the region.

{(g) Thet UNRW. should close down in Syrias after five wvesrs
but that it would be reguired for up to 10 years elsswhere.

D. RESULTS

(=) It is estim.ted that the foregoing proposals, if

put into oporation, might brinz about the resettlement or
disversal of some 600,000 refugees over the next five ygears, Ths
figure is srrived &t as follows:-—

110,000 rzfugees drawing over 21,000 compensation

70,600 belance in Syria to be disovned by UNRWNA

70,00C lixely to emigrats vo Irag.
150,000 to ve repatiiated oo Izraedl.
200,000 to be setuled by ULEWs in the dordan valley

ard Sinedi,

600,000 Total

UNRVi»'s relief costs may be reduced to a half by 1960.
(s) That Hv 19565 it may conceivably be tossible to resettle

or disperse tho rest of the refugees and thus disband UNRW.,
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assessment

Immoveble property (ownership)

Published estimotes of ihe value of immovable propecty in Israel
ebandoned by Arab refugses vary between thirty million and eight
hundred and fifty million pourds sterling. Some of these estimntes
are mere guesses whereass others are considered veluatiors msde, it 1s
true, oL & 'global' basis, but nevertheless supported bty a cousiderable
‘amount of evidence and careful analysis, Perhaps the most fully
documented of these estimates, and at the sewe time the orly one which
emonates from & sourse not obvicusly partisen, is the esuvimats »f one
hundred million pounds sterling which was msde in 1951 by the Rerugce
Gffice of the Palestine Concilia%ion Commission, sdopted by the
Commiesion, and satmitted to the CGeneral assembly, where it was not
seriously crellenged, Incidentally this figure Tfells beiweei khe
masf reasonable of &rob ond Jewish estliotes, namely those of
Mr. Froncis Kettoneh (£108-125 million) pad Mr. Joseph Waltz
(870 miiliorn).

2o The total vaelue of the -roperty could be esztimnted alse by

making & seporate valuaiion of eoch individusel holding and aggregating
the resiits, (The moterinl for making such volustions existe to &
large exbten* in the shope of the Land Remlsters onl Tex Resords of

tho Mandatory Governmeni.) This work is now being undertcksn ty the
P.C.C., but it is a slow process and must take seversl yeers to
complete. Dven when the work is conmpleted it 15 doubtful wiether

the total will be any more relisblis than the "global' figure reached
by speedier methods; and it might well be lifferent, The reasoan

for this is that, where there is nc market to test results, valuaiilon
must depend very much upon the opinion of the wvaluer. Fror o moss of
material he has to selece thot which is relevent and to attach to

ench 1tem of informotion its proper relative lmportonce, If he is

an interested party it must be extremely difficult Tor him to prevent
his feelings from influencing his judzment without his even knowilag
1% This 1s not to suggest thot the work now belng undertcken by

the P.C.C. 15 o waste of tlme, On the contrary, it is vary necessery
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for the purpose of distribution of compensation that the sepnrote
value of each individual holding should be kno¥n, and the $echnicn
sixill c¢f Mr. Hadowl, who 1s directing the werk for the P.C.C., 1is such
that o proper relativity of volue os between one holding and another
ean be relied upon.
S The conclusion 1s inevitoble that no useful purpose would be
served by postponing negotiations until the case-by-case examination
now proceedlng urder Nr, Hodewi is completed, even if 1t were
expedlted, We are scfisfied thet the 1951 estimate of the PB.C.C.
Refugee Office is n recsoneble estimate of the 1947 capitel value to
the owners of the immovable property, snd it should be adopted as
the basis of negotictions, mere especinlly nas it has nlrescy been put
to the Isrsel Governmsnt by the P.C.C.
15 If the figure of 2100 million is =dopted ms the basis of negolla-
tions, 1t would however be most unfortuncte if the P.C.C. later
grrived ot some substantially higher figure by sggregating individuol
claims, It would be tco great a2 coincidence thai the cggregete or
the individual valustions now being mode should be exsctly £100,000,000
and. in view of the fact that Mr, Hodawl is an arab, a refugee, and a
rroperty owner, 1% will doubtless pe more unless he is sultably
directed, The P.C.C. should therefore be nsked to ensure that this
15 done, and to shape the charocter of the operation which il is now
undertoking in order to produce on anolysis of the globnl figure
whiecli 1t hes alrendy adopied rether thnan a synthesis of new
valuations, The pim of the opsration would be to apporcion the
£100 million falrly between the slcimnonts,
5. it should be noted that if Isrpel cedes territory including
some areb property (cther then the demilitarised zones which are not
covered by the essessment of £100 million) the volue of thot arab
property will have to be assessed urgently, on the P.0:G."s 1951
basis, aond be deducted from the £100 million. o further reference
to the possibility is however made in the present report.

Immovable property (use ond revenue)

68 Since the cessotion of nctive hostilitics in March 1949 the

4rab owners hove been deprived of the use of and revenues from the

/property.
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properiy,. Conversely, Isrnel has hrd the use of the property,

The rents have been collectcd by the Custodinzn of Lbsentee Property,
oand he has sold some of the property, e.g. %o the Development
duthority, and hos been credited with the purchase price; aolthough
both rents and prices have been fixed at only s fraction of what the
property was worth Inm 19L7. It is but simple justice therefore
thot the refugee owners should be reasonably compensated for the
rents end use of property of which they have been deprived; and any
settlemert proposals which failed fto do this would be unaceeptable
to the Lrabs, To offer them cs compensation the amounts stending
to the credit of the Custodicn would merely be ragarded by them as
an insult, On the other hend any sttempt to estimate whet was the
volue to Israoel of the use of the property would lead to endless
nrgument, It would seem better therefore thot Israel should offer
in lieu of the revenues from the property en arbitrory sum colculoted
ot the rrte, say. of 3% simnle interest on the £100 mill.on for a
period of slx years, which is roughly the period since the cessation
of sctive hostilitles, The cmount would be roughly £18 millicn and
it would be distributed ocmongz the ex—c ymers of wimmovable property
pro rote with the £100 million which represents the caopitel value,

Tenonts' rights

T Llthough £100 million way represent frir ccompensation to property
ovmers for the capltal value of what they hove: lost, 1t does not
include compensation to the large number of people, malnly town
dwellers, who hod stotutory rights of occupstion in property which
they did not own, These rights crose from the rent restriction
legislotion whirh, broadly specking, gave tenants the right to remain
‘n vecupation of their homes and business premises st rents which

hed often been fixed before the wer and had fallen far behind market
value, They were of resl monetery volue to those who enjoyed them
ond it is only Just thot these people, who Include all those who had

a roof over their heads which they did not own, should receive compen-

sation. Moreover, i1f these rights had not existed the property

Jin
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in guestion would have been of grester value to the owners who
were slmost all Arabs, and the compensation due to the latter
would be increased accordingly, i.e, it would be more than the
£100 million at which it has been assessed. It is logical
therefore that Isrsel should pay compensation under this head i.e.
for loss of tenants rights.
8y Unfortunately it is impossible to calculate such compensevion
by reference to property values. Bven if one were in 8 position
to deduzt the tenanted value from the vacant possession vslue of
each property, the aggregate of the results would rot give the
amount of compensation due. This is Tor the reascn that if
vacznt possession were obtsinable of all the properties, the vacant
possession value of any particular one would be less, In ouher
words, the fact that many, if not most; pronerties were tunanted,
put up the value of those whieh were not. The cgompensation due
to individuasl tenants under this head might therefore vary from
almost nothing to several thousand vounds.

9. Nevertheless in spite of the impossibility of making a proper
assessmnent, and on the ssuumption th t everyone who was not an
owner-occupier had at least a roof over his head, it is thought
regsonsble that £100 should be provided for esch family so
deprived of tensnts rights. It is impnssible to compute the
numbers involved: they will include most femilies which had no
immoveble property; many who possessed a roof or an acre but
depended on their tenancy of other property for a livelihood; and
even a few who had tenants rights as well ss title to substantial
imnmoveble propsrty. for the sske of rough justice we consider
thet the last should be ignored and that compensation for loss of
tenants rights should be confined to those owning less than a
small amount of property of thelr own. We find some difficulty
in deciding what this amount should be. If it were £500 we
estimate that there would be 130,000 claiment families; if
£400 - 125,000 fasmilies; if £300 -~ 115,000 tamilies, and if
/8200 -
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£200 ~ 100,000 families, Thes=s estimstes are reasonably close
together, and for the sake of calculating the funds required

we have assumed thet £200 is the right level, Therefore,

for tle 100,000 families involved, £10 million should be added
to the total compensation bill for loss of tenants rightse.

10, 1I% is proposed (in the follcwing Section on "Distribution")
that every rctugee family should receive an initial payment

of £100, whatever the value of its imnovable propz»ty or if it
had no immovablie prop:riy at all; but, on the foregoing

assumption, no additional provision need bz made under the neai

of loss of tenants' rights for finencing the payments to those
ramilies vho would in any case be ertitled to £200 or more as
compensation for lost immovable property, since the initial
£100 psid tp them would be recovered from the compensaticn

erenteally allot=ed to thems

Movable Property

11 The Refugee Cffice of the P.C.C. was =sked by tha
Commission to d;sess che valuc of movable nooperty cbandoned

in Israel by Arab refugees. It found that there was no wey of
discoveringy what tas reruzees tcow with them and wnat they left
behind, but. in sn sttempt to carry cat its task as fa1 as
possible, it made three estimates by different methods cf tha
value, before the exodus, of all cthe Arsb movadble properiy in
what is now Israel. Thes thres figures were all within 10 per
cent either way of £20 million, which may well have been mcre
then mere coincidence; 1iut, in its reoort to the Commission,
the Office felt bound to emphassize that it was not in a position
to draw any definite conclusion concerning the value of ihe

property in question and & fortiori of the movable property

which ought to be the subject of compensstion.
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12. The wording of this carefully phrssed statement suggests
that the Office felt that, even if it were possible to
ascervain the value of the property which was actuslly
abandoned, it did not necessarily follow that Isracl should pay
compensation for the whole of it. With this view we feel bound
to agree.
13. In view of the impossibility of arriving at even the
roughest estimate of the compensation which should be p2id on
account of Arab movable property, we suggest that this Arab
claim should be cset off agsinst, snd should cancel cut, all
Israeli counter-claims erising out of the hostilitiec. An
well as compensstion for damage caused to Jewish rroperty in
Icrael, these claims would embrace the loss of Jewish pronerty
in Jordan, compvising two settlements near Jerusslem, with a8
total ares of come 3,500 dumumg, four settlements in the Hebron
hills, with a total area of abcut 1,680 dunums, certsin

Jewish property in the 01d City of Jerusalem, and sbout 64
dunuins in Hebron town. The value of this Jewish prowerty in
Jordan which can rapidly be assessed when nscescsry by the P.C.Ce.,
mey be taken for present purpcses as unlikely to exceed £500,000
unléss @ special velue atteches to that in nld Jerusalem. hvery
zffort should be made in nepotiation to have it or'fset sgeinst
the Avab refugess' mcvable prorerty; but in the lsst resort

1t may be necessary Lo deduet its vulue (on the prineciple of

like apgainst like) from the £118 compensstion for Arab real
property =nd its revenue. This courseé would be better then

8 separste payment to Tsrsel by Joraan - at the expense of
the TVestern Powers.

14 Two other items of property commonly regarded as "Jewish "
end now in Jordsn, call for separate mention. These are the
Palestine Potash Compeny's works et the north end of the Dead
Sea, and the Palestine ilectric Company's hydro-electric plant

at Neharyim. In view of the fact that the companies were
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British snd not Pelestinian, we thinl: that the dispesition of
these items of property should be thie subject of speecial
negotiations.

15. There is also a large amount of property, sequestered by

the Geovernment of Irag from Iragl Jews who emigrated to Israel,
The Israel Government informed the P.C.C. in November 1951

that it regarded these frozen sssets as having & bearing on

the amount of compensation dus in respeci of the property of

the Arsb refuyees, (Paris, 1L November 1951). It may be

that Israel hss a claim against the Acvernment of Iraq in

respect of the seguestered assets of Iragi Jews who have since
become citizens cof Israel. This claim (of which we have not
been able to discover the magnitude) is, however, in & differert
category to that of the Arab refugees, since the Jews in question
were originally citizens of, and reasidenis in Ir&aq, ond therefore
subjeet to thke laws of that zscuntry, Tune Iragis would srgue
with some justification that these people left of their own

free will or that if there was precsure it waa applied by

Israel. In our opinion the claim is not relevant in the presant
context.

16. Nevertheless it may be desirable, in the course of
negotiation, to deal with it by making Irag psy into the
compensation fund for Arab refugees the amount of the frozen
Jewish assets (less administrative expenses already deducted

by the Iragi Custodian), thus enabling Israel to reduce her
payment t¢ the fund and to make pro rata payments to the former
Iragi Jews. Otherwise there seems to be no method of clearing
tiie issue between Israzl and Irag and putting the latter in a

position to scguesce in the general settlement.

/Documents




Documents

17+ The cancellation of mowvable property clsims should

not preclude the restitution to their Arab owners of such
docurnents, titles, etc, as are in Israeli official custody.
Some of these, which relate to property outside Israel

(e.g. life asevrance policies, shares in foreign companies)
are not included ir the compensation propesed and Israel

has no right t2 them. In any cesz they are useless to

her, and deprivation of them results in unn3cessary hardship
to their owners. Other documents relate to property in
Isrsel, and shares in companies whose property is in Israel,
It is considered that Israel will have bought these by
paying compensation for immovsble, and indirectly for movable
property., Iisvertheless the documents may be necessary to
help refugees establish their claims tc compensation,
Personzl documents of no meonetary value (e.g. birth
certificates, certificates of succession, professional
diplomaes) should be returned to their owners. All documents
should therefore be handed ocver to th P,C.C., for sorting
and distribution. Israel must be assumed to have bought

objels d'art books, valuable manuscripts etc.

Summary

18. The global estimate of compensation is therefore:-
For immovable property (ownership) £100 million
For use and revenue 18 "
For tenants' rights 10 il
Total T£128

AEL:
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e IT FINANCING OF CCUPLLS~TION

19, Psychologically and financially speaking, it would suif the
Western Puwers best if the cost of compensation were mot by Isracl
without foreign assistance. 48 this is impossible, the next best
courss is for Israel to appsar to pay. Foreign assistance will
obviously be required but it should taeke the form not of grants but
of loans. Morcover it is for consideration whether such loans

as dre suvecribed abrosd should not be devoted to a genersal purpose
such as Israel's sconomic development, while the Israsl Government
itself contributes the whole amount necessery for ccmpersatiol. sh
incidental advantage of floating a develcpmant loan rathsr than

g "compensetion" loan is that i% would probably eveoke a betiesr

responce both from World Jewry and from the United States zid

United Kingdom legisla
20. Cur opinion is that, besause of the complsete agbsence of

"slack!" ia the Isracli economy. the Governmert couvld uot make the
necessary contributions, in foreign exchange, to the Compensation Fund
witrout immediate end full cover tlrovgh a seo-called develupmend

loan. We do not think for instance thet Tsrael could pay
compersation and wait tc recoup herself from the eventual proceeds of
g development programme financed bty the proposed foreign loan.
Nevertheless, to the extent that even a facade of develupmeni loan
might improve the rsception by prospective subseribers, We recontiend
its acoption.

21. The first consideration is the capasity of Israel (a) to pay down

part of the compensation in foreign exchange in order to restrict the
gize of the Loan, and (b) to service the Loan. It is assumed that
the Loan will be issued over the thres yesprs which the P.0.C. will tske
to complete its ossessment of the compensation due to each individual,
and that repayment will be over say 60 years,

How much can Israel pay |

22, This is a problem both of internal budgeting and of foreign

exchange, and affects both the amount which Israel can subscribe to the

/Compensation
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=10=
Compensation Fund and the amount which she can afford aunually f‘!

the servicing of that part of the Fund which is raised by locans
gbroad.
2%, Theoretical calculations, based on Israel's budget figures and
balance of peyments forecasts would lead to endless arguments with the
Israelis and are unlikely to produce reliable resulte. For
purposes of negotistion it scems inevitable that we should accsept the
two arguments which Israel will put forward to keep her contribution
as low as possible. These are thzt in present circumstances.
(a) there is no slack in the internzl cconomy from woich to find &
capital subscrivtion; and
(b) Israel can on.iy provide foreign exchange in addition %o her
present commitments if this is in fact supplied by cther
countries: in addition to the aid which she is &already receiving.
(This includes Gerinan reparatious, if the diversion of German
goods were proposed, 25 compensation to the srabs, iS5 would be
unsceceptavls to the latter who want cash and not the thin end
of Isracli comuercial enterprise).
24. « setvlsuent ol the ~rab d ispute would however impreve the
Israeli financial situation in the fcellowing vays:
(a) Internsl fipencing:
(i) Ths value in cash end property of .Lrab properties neld
by the Jewish custodian would beccme a realisable zcset of
the State of Israel once her obligations towards the Lrebd had
been discharged by an sgreemcent on compensation. In theory
her helding should be worth £100 million, But mmuch of the
property has been disvosed of for littie or nething snd muc
of it is leasecd at nowinal rents, On the other hand, in sgo
Par as Jewish settlers hawve had the use of the property it
has added to the real wealth of Israel. It might be argued
therefore thaet on this basis the State of Israel should be
able to afford a capital contribution egual to a fixed

2

proportion of the £100 million. 4L more realistic approach

/however ,




(p)

25o

loan,

—10=
however, would be to say that Ierescl should make & czpitsal

contribution from this source equivalent to the present cash

value in Israel of what the Custodian is holding, or to

£10 million, whichever is the greater sum.

(ii) There should also be a saving on defence expenditure if a
settlement is guaranteeu by the Western Powers. The estimated
defence budgets for 1955 (both ordinary snd extracrdinary) amount
to about £24 million. There seems no reason why Israel should
not save a fifth of this, which would be surficient to serviee the
prounosed lcan, iancluding that part subscribed by the Unived

States and United Kingdom Govarnments.

Foreign Hxchungys

(i) On the assamption that UNXW: will pay for the cost of

repatriaticn of ~rabs to Israel (see paragravh & below), UNRWA

will have to buy up o £10 million worth of Israela currency.

The foreign exchange which accrues to Israel shou.d be used tu
corvert tue Israeli capital subscriptzon to tne cumpensation Fund
at (a) (i) sbove. In foct UNRW.'s experditure on revatriation
seems 1ikely to be less than £10 million or than th:2 smount Israsl
can afford to subsecribz to vompersstisn ({&) (i) above); tuerefore
the limiting factor on Isracl's subscripticn is one of bflance of
peyments rather than of internal budgeting.

(ii) The lifting of the arsb Llockede would save Israel over

£1 million of foreign excheangz on oil imports alone, end parhars
as muech again on general imports including defence, in addition,
it is possible that, if a general setilement makes conditions in
the area more stable, Israel might attrect inereased foreign aid.
This should meke it possible for Israel to convert into foreien
exchange the amount required for servicing the loan st

(a) (ii) sbove,

1t will be seen that there is room for negotistion both on the

figure of the capital subscription and on that of the servicing of the

On the former it is thought that the Israeli subscription

/should
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should not be less than 410% of the total. To the extent that thc.

Israelis cannot f£ind thie from the Custodian's funds they would have

to sccept some reduction in their atandard of living and raise the money
either by taxation or by a loan on the internal market, Servicing
charges on say £118 million to be raised abroad would ameount So asbout
£432 m. per annum assuming an interest rate of 3% snd amortisation over
60 years. It should be remembered that the full sum will not hLeve to
be raised or serviced until the end of the three years. The figure
could be reduced if the United States and United Kingdom Governments
agreeu to accept a smaller inierest rata or to forego interest or even
capital repayment. Some reduction in servieing charges E£eenms inevitabl
unless Israel can ©ind an additional source of foreign uxchange. Such
sources might be: Unitad States sid, UNRWA expenditure on maintaining
refugees in the Gaza Strip (see paragraph 53 below) page , foreign
military expenditure, or the re-ppening of the Haifa refinery for expori
Worid Jewry

26. The eecpad source of subscriptisne is elearly world Jevry. It

has been suggested zbove that they would subscribe more willingly tc a

development loan thaa for compensation, which some Jews might contend to

be 2 waste. The response “rom those outgide the British Commorwealth
might be limited by their holdings of rrovious Indepéndence Loans , which
have not beern offered in the sterling area; but it is considersd that
tne prospect of an srab-Israel settlement justifies opening the appeal 1o
British Jews alseo, in the hcpe of obtaining & yield throughout the world
of say £25 million. The issuing of pert of the loan in the
Commonwealth would be & matter for discuseion with the voricus

Commonwealth Goveraments.

Viestern Powers.

27. While not disregarding the capital export from the sterling area
which the Commonwealth Jews' subscription would involve, it is
recommended that the United Kingdom Government ghould in addition lend
Israel £10 milliun, This could be either in the form of & Governmsnt
loan or of a2 subscription to the loan on the market mentioned in
paragraeph 19 above.

28, It is sssumed thst the balance of £8% million (less than two-third:
of the total compensation fund) would be provided by the United States

Government,
/IT1I DISTRIBUTION
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III DISTRIBUTION OF COMPLNSATION

29. The foregoing remarks on the assessment and financing of
compensation have snown what limitations will have to be plzced upon
it. But compensation itself is a second-best substitute for full
restitution of the property lost. In order therefore to make the
operation acceptable compensation must clearly appear as just as
possible not only to "the Arebs" but te individuals. Failure to
gke account of the individusl would meke it 211 too easy for
intercsted clsimants to sabotage the whole operation by agitelion
among the refugees, Justice snould however be rendered quickly,
both Ffor tue satisfaction of the claimenis snd, in this case, for
the political effect desired. Rough justice may therefore be
preferable to strict accurecy. 4Lt thz sane time if is importent
to ensure that large sums due to individuals make a conrtribution
to the econoplec develcpment of the arsa in which the refugees are
to setile.
30. The justest method nf distributing compensation would be to pay
each claimant in full or pro rata, obtaining his acknowledgement
that tie payment wes in full snd flaal settlenenf. Tt would,
however, tale an impossibly long time to do this properly,
ineluding the establishment of machinery for sppeals. Moreover,
one could not even sturt this procedure untii the fircl assess-
ments by tie Palestine Conciliation Commission were ccmpleted.
Leccording to the latest and most optimistic information from
Jerucelem, this will tale another two or three years., Thereafter
it will in sny czse be necessary to asdvertise the list of
properties identified by the P.C.C., and their recorded ovners
zccording to registers aveilable, and to invite claims fiom
non-recorded owners: either those who contest the ownership of
identified properties or tnose whose property was outside the
nsettled" area of Palestine and has been inadeguately registered

or not at all.
£B1s
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31. Coaplete satisfaction of individuals being impracticeble,
it seems appropriate, while maintaining the general purposs of

giving each clalmant spproximestely whet is due to him, to follow

three principles in the distribution of compensation:-—

(2) In order not to postnone and diminish She effect of the
operction, we should pay something out at onee. This will
nave to be 2n arbitrary sum, becsuse we cannot tiske advances
egeinst cloims without Inowledge of what the clsims are,

(b) & payment should be made. %o every family on the basis that

eacir has lost some asset in leaving Palestine., Such a

spreading of payments will elso spread the incentive to
disperse and leave the shelter of UNRWA.

(e) While the minimum of restrictions shculd be pleced on
claimants, some msasure must be taken to ensure thet the
importent sums due to the richest 1efugees are iavested in
tiie Middle East ecoromy, so as to crsate employment as far
2s pospible for Palestinians in the same way as tris
cepital did before the débacle,

32, On the basis of these principles, it is recommended first that

every family (say 180,000 aversge five-nerson families in the

000, 000 refugees) saould hove the immediate right to 2100 (or

£20 & head - see below) &s soon as the United Nations have

approved tlie proposed initietive by Israel and funds have been
transferred to the F.C.C. It is estimated that £100 would be
enough to eneble a five-person family to travel to a likely
place of employment and set up house, when thes breadwinner has
found a Jjob to go to., If adult members of a family wished to
travel alone, arrangements might be made for thsm to draw

their £20 separately. The sun would be paid only when the

/claimant,




claiment, and his femily if any, had at his own request been
removed from tae UNRW: register, or when (under present
UNRW.: arrengements) he had been de-registered as eslf-
supporting. If he had a claim to more than £100 compensation
for real property, he would be assured of the balance of his
claims (minus the £100 cr otaner sum received if nis entitle-
ment to compensation Tfor immovable property were £200 or mere,
beceause he would tnen nct be counted & claimant Lo loss of
tenants rights) at the dete of the finel P.C.C. assessment and
pay-out.
53. Secondly it is recomnanded tihat *hose who are entiiled to
up to £2,000 at the firal pay-out (this is estimated to be the
cost of buying and lsunching 2 small farm or business) sihould
be paid similarly withcut any conditier save that »f leaving
U.M.R.W.As It is 7or considaeration in the light of experience
whether claimznts to say £1,000 - £2,000 should uot be reguired
to leave U.H.R.W.A. within a fixed time. Advisory bodivs, to
explein how to take advantege ol existing facilities on the
lires of our Citizens' Advice Bureaux, might be set up to
help rfamilies, both those w.io claim tneir £100 straight away
and those who eventually draw the full amount of their claim
un to £2,000, to plaa their departure, It seems advisable
#ap this function tO be carried oul by UNRIA'sS placement
bureau,; walch should keep track of those families Tin s
stuceessfully established in farming industry or commerce with
view to their .emvloying other refugses wherever mossible.’
3l4e Thirdly sny family entitled to more than £2,000 would be

able to draw £2,000 nrovided they left UsN.RaW.A. 8t anee, 1f

/in the




in the sAgency's care; but the balance should bs disposed of

by the P.C«C. in order to ensure that it is used productively

in the Middle Past and not either squandsred or invested outoide
the area. There scem8 %o be two main lines of approach to this
guesti'on:, onc is that the P.C.Ce (. ith such advisers as if
.finds necessary) should judge of the claimant's own plans to
invest the moncy and, in effect, leave him to carry out such

the other ds- that a special develoument bank should

e
k1
5
7]

be set un, which would "borrow! all clzims above the £2,000
level, invest in local industry, agriculturs, etcs, and. pey
dividends to the cleimarmii until such time as the bank is wound
un and the capital repaid. It 18 clezr that such restrictions
o1 the claimant's right to use his money will be strongly
omnosed. The idea of the P.C.C. sitting in judement onr the
cjaimﬁnt's investment” plens 1s vperhaps the less likely to be

accented; Dbut It is thought that the provposal for a devel opment

o
o

anic could be adapted to make iy not unattractive.

25, At the appropriate time practicsl and professional

edyice expuld bé sought, Lut the following tentative proposals
are put forward &s o basgis for discussion. The Ban: should be
a corporate bedy set up, by the refugees contributing the

cepital and by tihe P.C.C., under local law., It should be

directed by iis articles of associatiorn tus=

(a) esrn dividends for its shareholders;

(b) dinvest (with regard to (a) above and tc the
security of its capitel) so a8s to provide the
eximum continuing employment in the Middle
Bagh, ¢

/(e)




(e) &as far as possible concentrate their investments in

countriee permanently absorbing large numbers
£ Palestine refugess; and
(d) eccntinue in business for at lezst 20 years

save hy unanimous vote of the Directors.
In order to ensure regerd for condition (d) the Board should
cunprise one directer representing fie P.C.C. as well as Lliose
elected by the refugee shareno’ders. It Is estimated that
there ape rougnly 11,790 refugee familles with a total cléam
of abont £43 millinn over and ubove their £2,000 eacii. Among
tiiem tney cculd undoubtedly find shrewd Directors, avle 10
ezrn them a return wiile adherins to cundition (b) sbceve.
It is debotable whetuer muca good would cume of condiltion (e¢).
Je teli=ve that the proposec undecstelkirg would be otultiiied by
attemplts to forve the Board in that direction or to confine it
strictly tou copuniuries harbouring refugees It is believed that
rroductive investment iu mosu rerts of tl.e Middle uLast would
benefit the refugees indirectly, and thet one cannot exzect more
thon to restrict the Bank's activities to the region as a2 wholse,
If +hers wsre doubts abrut their coovoerativeness, it
could re leid Aown that no investmente should be made
outside tne Middle Fast (e.g. in securities, pending
suitable investinent in the Middle Bust) without a unsnimous
vote. Provided such minimum sefeguards are applied, it
ig considered that tne Direcztor representing the P.C.C.
need not exercise strict oversight over the Bank's day-to-
day worl. Overt pressure towards investment in
productive, long-term schemes would probably not be
required; such pressure would no doubt be applied

discreetly by the local Governments favouring the schemes.

/Tt ig
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It is considered that the best seat for the Bank would be
Jerusalem; partly because of the refugees' connexion with it,
partly in order to stimulate commerce in the truncated city.
Machinery.
Aty It should prove fairiy simple to eperate for foregoing system
of distribution. Once the necessary agreencent has been reached
and the United Nations have approved the proposed initiative by
Israel, it 1s suggested thet the latter snhould psy not less Shan
£20 million in the first year anl the balance of the £128 millisn
during the next two yea.s (assuming thet the assessment of
Individval claimu tekes that time) to the P,C.C, which would bank
the money to varn interest uniil payments could be stirted, The
first stage of paymenc would be that escn head of femily (or adul?
member of family, if tceated separately) wno applied to the P.C.C.
wish ¢ certiricate from U.N.R.W.4. chat s (and family if appropriate’
had Leen de-regisiered, would receive his £100, or £20 a Lead.
U.N.D,WeA, woula naturally have to check thut each cleiment wné or
haéd been a bena fide refusee - i’ nut, he would be weprived oi'
his ration sard but not passed on to the P.C.C. Separate
territorial measures are being considcered to deal with the "econcmic
refugees" of the frontier villages or Jordan, who coul¢ therefore
safely be excluded by U.N.R.V.A., during this operation,
27, After final asseesment of claims the samz sort of procedure
would apply tc cluimants steking their final settlement; those
claimants who had already received their £100, or other mulciple
of £20 & head, would be shown in the P.C.C, records. and (save for
those entitled to £100 a family for loss of tenents rights i.e,
those with & claim to less than £200 for ioss of real property and
revenue) they would be given .heir earlier receipt in lieu of

whatever had been issued, plus the bslance due to them up to £2,000,

/The




# -19-

The arrangement supgested in peragraphs 34 & 35 above would come

into eperation fur the bigger claimants.

38+, The refugees weculd naturally have varying currency requirements
according to their proposed destinations. The P.C.C, would
therefore have to be ahle to acaguire the currency of any of the
Middle East countries, and it would Le impracticabls for the
Commnission to accept paymert from Israel i1, Isrseli poundse.
Arrangemeats would have tc be made for Israel to pay in dollars

and pounds scerling.

Repatrisies

39+ Those families regatriated to Israel canno* admitczdly

reiurn "to their hcmes" and recover such movauvle property 2s they
nay havg lost but they ere nevertheless to be provided with new
hémes and property in Israel.,. It is therefoje considered that

they should not recelve £700 per family on leaving J.FN,R.W.A

ﬁﬁeiu siaims to the 8100 and %o further compencation for resal
property and lost revenues shoul? be held vemporarily by the

P.CeCs - in arder that U.N.R.W.A._way reclaim from this cmount the
sums it may expsnd or asgsgistiing the Israeli Goverament GO
rehabllitate these fumilies. Any balance theoretically cutsteanding
after the settlement of U.N.R..A."s blill should however be
transferable to the clasimant in Israel.

Economic Effccts.

40« The tear has been expressed that inflation will bhe 20used

oy the injection of £128 million into tho economy of the countries
where the refugees are. The problem appears, hoyever, less serivus
fnom this point ef view if it is rememhered that aoarv from the

£43 million to be invested in the Bank (which should not create
inflation) the rest of the money (£85 miilion) will be divided
between these couvntries approximatcly in the proportions in which
the refugees finally settle in them. Moreover the method of

distribution of the amounts which make up the total will vary.

/The
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The division of the £85 million according tc the countries in
whichk the refugees may settle (see Resettlement chapter below)
might result in somethirg like the following Tigures:
JOLGEN wwie samnsemvivnedss H20 miliion
SYPLE oasvesseabbnerrbres S25 H
B O e U e e S e S y) 57 8]
BV Ol S ein e nialiseisinnense & B H
LGBORON s ssnsmenanscore B 8
157861l ssesasonass coses B4 it
Given an 2xpsnsion of the general economy in thess couatrics,
these sums should not be such as to have a serious inflationary
eflect, Indeed experience in Irag suggests that ;, provided the
receipt o1’ large amounts of unearned wealth is accompanied by a
vigorous development oregramme, the problems of inflavion can ba
Kept under cencrol, As regaras timing, the sum of £18 million
required for the payment of £10% per rTamily may only be paid out
over as long as 10 years, The sum of £67 miliion (nett)
required for the payment of claims up to £2 000 will mainly bo peid
out between the 3rd and 5th year K but it can be expected t'at the
bulk of this will be invested ir. preductive enterprises, Sc far
from creating inflation fherefore, it may be heped that the
greater part of the mwney paid out in compensation will go
tewards creating an increase in tne real wealth of the area.

Political Effects.

e The pelitical reception of this scheme sheuld not be s¢ bad
as to make it impracticabtle if emphasis is laid on:-
(&) The fairness of the glcbal assesement (the P.C.C.'s
1951 figure is close to that of Mr, Francis Kettaneh and
Doctor Joseph Weitz) and alse the provision for interest;
(b) The payment of £100 even to the poorest families either
for loss of tenants rights or as a token peyment against real

property claims;

/(c)
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(e) The claimant's temporary right to stay with U, N.R.W. 4.
while awaiting payment of his claim or an advance against
it; and

(d) The fact thet the only restriction (on the richer

refugees) is for the benefit of the community and the region,

REPATRIATION
L2, The following section involves some rearrangement of the
items set out in the Working Party's terus of reference. It deals
in turn with general issues; with tne "Gaza propusal"; with the
machinery, inclvding the responsibilitiec of U.N.R.W.A. and of the
Israel Government; and with the guestion of finesnces,

General

43, The object is to fulfil, as far as possible, that part of

the United Nations Resolution of December 1948, which says that
"relugees wishing to return to their homes and l:.ve a. peace with
their neighbours should be permifted to do so at the earliest
practicable date /and that compensation should be paid “>r the
property of those choosing not to return o-uonoo~«o-.~7”.

Lite In practice, we must take account of two contradictions.

First the Arabs' insistence on the righ* of all refugees to
repatriation, as opposed tu Israel's limited capscity and willingness
to receive them all back, From Israel's point of view the Arab
minority in the country constitutes a problem and a weakness, and

it is mot in her interest to increase this minority especially

where the land would otherwise be used by immigrants of Jewish
origin, It is also true that the Arab minority in Israel will
(despite any formal guarantees given by the Israel Government )

be treated as a minority body, with all the disadvantages of that
status,

45, Secondly, we have to reconcile the Arabs' deegire to return

to their homes, with the fact that Israel cannot, politically

speaking, eviet the Jews now occupying those homes,
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46. We have therefore to find & formula which can be broadly
understood on the Arab side as a general cifer of repstriation,
but which in practice will bring forth only a limited response
and will result in those people who do accept settling elsewhere
in Israel than in their homes. In the first place, Israel
should be induced to state her intention of carrying out the
United Nations Resclution, es regards repatriation, to the
fullest extent practicable. Such reference as nas t0o be made
to her insbility to_allow the prompt re-entry of all the
refugees and to tne.restricnicn of the numler ﬁhcm she couid
admit; should obviously dwell upon the praétiral limitaficns

and play down the political ones. In order to obtain zhe

best reception from the Arébs, it is bropossd that Israel

should declare that, in order to sscommodats any refugees who
wish to return and live peaceably in Israel, she will provide

an annual immigration quota and will set aside land or provide
empleoyment for the refugees in guestion. Without g¢iving any
undertaking to continue repatriation after, say, five ,ears,

she should lay down the quotas Tor those years, achieving

& total which would be the number agreed in negotiations with the
western powsrs t0 be the maximum she could be expected to absorb,
It is proposed that this should be 75,000,

47 This total is recommended in the face of advice from

Her Majesty's Embassy in Tel Aviv, They report that the hill
country of Galilee is the only area still predominantly Arab,
while the hills bordeiine the Lebanon frontier and those
bordering on the west of Jordcnisn Hebron are the only former
Arab lands not being rapidiy settled by Jews., But the Hebron and

Icbenon bander lands would be regarded by Israel as unruitable for

J//Arab

i . ]




.-23-

Arab repatriates for security reasons, Moreover, the former
might be ceded to Jordan under the Gaza proposal. In any case
the Hebron border area was reported in 1938 to be congested and
incepable of more intensive development because of ths lack of
water; while the agricultural absorptive capaclity of Galilee

was considered, at the same time, to be 105,000 persons iacluding
the then popaletion of 93,000, Even assumiilg that the expected
natural increase of 1338-55 has been offset by eriigration from
Galiliee, there 18 small progpect of settling 75,000 repztriatay
there,.

48, Nevertheless Israel rust be driven to make the utmost cen-
tribution to solv.ng the refugee prublem* she cen also absorb
labourers and artisans as well as farmers; and in any case her
repatriation gi1etas must appear as large as possible in crder to

wiake %the proposed cevtlement a:ceptable of th2 Arabs,

49, If Turael insists, in negotiaticne, on some impossibly lcw
gucta for repatriation, on the ground that she canact swell the
Arab minority within her frontiers, .t should be nropossd seriously
trat ehe might cede additional border lands capable to taking
apprecisble numbers of refucces,

Gaza Proplsal

50, It has been suggested, that 6 if Egypt will not eccept
sovereignty over tre Gaza strip, including responsibility for the
105,000 original inhabitants and the 212,000 refrugees, Israel
should be induced to take it over (ceding in return a crescent
south~west of Hebron to Jorden) provided she rs%ained and mave
adequate guarantees to the original inhabitarts end accepied for
settlemrent in Icrael, ovtside Gaza, up to 150,000 refugees
(including tne 75,000 in parasgraph hkehove), giving first option

to those in Gaza,

51« Assuming that the western powers and Israel agree, as suggested
above, on a total of 75,000 immigrants during the first five years,
Israel's acceptance of the Gaza proposal would mean her admitting
during the same period an additional 75,000 refugees. Israel may

well argue that it is not worth her while to take the Strip with
/such

*® This figure is taken from a 1949 survey by the (London)
Institute of Internatiional Affairs, H.,M, Embassy ac Calro

%owever have recently given the figure of 86,000, without naming
he source.
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such a large additional number of refugees, in which case the
number would have to be reduced or the proposal abandoned.

52. It would be necesczary to adopt a procedurs giving some

priority to Gaza refugees but not destroying the character of the
general invitation to 511 refugees. It is believed that only a
small proportion of refugees would in fact opt for repatriation,
and it is suggected thercfore that half the places in the first
five yeors' qguota should be open to all applicants, ressrving
the other half in the first instance for Gaza refiigees. If Llass
then this number of Gaza refugees chose to be repalriated, the
guota for refugees celsewhers would be incieased by the zmount of
the shortfall.
53. It is estimated roughly that say 12,000 of the 212,000
refugecs may slready have formed such ties with the original
population as to he able to remzin in the Guza Strip. This, to
the best of cur knowledge, is 88 much as the Strip will hold, se
that 200,000 "rootless"! rofugees have to be deslt with. Such of
these as do not go to Israel (or Egypt: see paragraph 50 ) will
acve to bé maintained by UNRWA in the Gaza Strip or be moved clse-—
whera. 50,000 of them may expect to be settled by 1950 in Sinai
and could pertapse (starting in the winter of 1955) be given work
on the Sinei project meanwhile. It seems therefore thit UNRWA
wilE have to mailntain at least 75,000 of the Gaza refugecs, for
whom there ic no prospeet of settlement in the periocd 1955-60. The
idez1 coursc would be to move them to 2nd maintain them in Irag
wnere they would eventually be absorbad.
Machinery
By, It is frequently stated that very Pew refugecs will respond
to tn offer of repatriation. The probability ie that no more will
apply than Isrzel can be cxpected to absorb. The rollowing
considerations, which will become apparent in the course of
application, may help to deter them:-

(a) Those repatriatcd will hocome Ispuecii citizens,

{b) Refugees will not normally bc able to return to their

own homecs,

/()
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56.

(e}

(d)

(f)
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The cost of providing alternative homes und other costs
of rescttlement in Isroel will be deducted from Iny cash
compensation duc to the individusl refugee, including
the £100 per family; s
Fcr prsctical reasons, where land isg availaoble in Israel,
priority will ke given to property owners from thot some
ares (Their entitlement to compensation will help to
keep down rchabilitation costs).

For similar practical reasons, spplieants will be gccepted

by categories e.g. only ex-farm ownhers will have an

opportunity to apply for agricultural land, und so torth,
There will orly be = limited number of jobs owvuilzble in
Ierael, @nd reputristes who'are not given laond will take

their chance onr the employment market slong-side Jevis.

In setting up the rachianery for cepatriation, one must tuke

(a)
(b)

(e)

(d)

ageount of Israal s probable objeecticas tc any large scdle
international orgonisation on her terrvitory. It appears therefore

that UNRWA's responsibilities should be:-

To publicise the guetus, snd verify applicaiions,

To proposec appropriate cindidates by categeries o the
Israel Government, ond obfain their clearance on securily
grounds,

To trencport tho repatristea to agreed centrgs and hapd
them over to Israell organisations,

To observe the Icraelis' rehabilitation work in order to
ensure that proper valug is cbtained for the Agercy's

exponditure: Sec belows

Isroel's responsibilities would be:-

(a)

To receive and care for the repatrizates in the same way
ag Jewish immigrants are denlt with. This might be done
by the Absorption Department of the Jewish agency, but

with speclal officers for Arab affairs lent by the

Minorities Department of the Ministry of ths Interior.

/(b) To
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(b) To tuke such legal und other action as is necessary to

¢stablish refugee farmers on their property :nd to
incorporate non-property owners into %the Isrocli
communi ty.
57. =as part ol the settlement, the Government of Isrsel would
have to provide & suitoble guarantec of the rights of rsturning
refugees. It is sugpestecd that this should follow closely the
guarantee in the U.N. Resolution o.181(TI) Part I, Chaptcr 2, of
Movember 1947. This provides:-
(2) Freedom of conscience ond free exercisc of Worship,
(b) Wo discriminatiun on grounds of rice, religion, language
O 58X
(e) Bausl protection under the laws.
(d) Wo interrerence with or diseriminstion against rcligious
or charitable bodies on grounds of religion or nationslity.
(e) Adequate vducation in the avabic language and eul tural
triaditions.
58. It does not sopear practicable at this sisge to work cut

further detsils, such 2s the form of declaravion, ineluding a

declaratior of indert to become 2 citizen of Isrnel, which a

refugce should moke at the approprisie iime.

Finuncing

3

59 ho figure of 2128 million for compensation includes payment
for 21l Arzb property. It covers rucl properiies, revenus from
them, ond loss of tenants' rights. Rights to moveable property
have, in the foregoing proposals, becn offsat agsinst fsraeli
counter-claims. If Isracl pays the required £128 millien, 1w is
proposed that she should in turn receive puyment for land reguired
by repatriates under the immigration quotas snd for the othor costs
of repatriation.

60. It is arguable that a botter impression would be made on the
srabs if Isracl went through the moticns of making the necessary

land available at her own cost. This however would invoive such

Jdifficul tics
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difficulties 28 to jeopsrdize the whole coperation. It is not 28
though Israel could simply rcstore his property to sach repatriate
ind deduct the sggregate of their claims from tae compensation fund,
Nor can we expect Ierael to pay for reputriation as well as providing
full compensatioa for the original homes lost. It is truec that she
could lay cleim, by agrcement, to the cntitlement of cach repatriate

vould ke

(6]

Wwhen it is finally assesced threc years hence; but sa
gamhling on the relation of his entitlement to the walue of the
property she provided, and the plan would probably slso not be
aceeptable to the Arasbs, who would not trust Isracl to supply value
for mcney i.c¢. the equivaient of the recpotri:ic's origingl property.
Pinally she could offere to provide the reguisite property for
repatriates in return for the decduetion of an crbitrary total rigure
from the comprnsation fund; buw this would have an extremely bad
¢ffoect on Arab opinion buciuase the compensasion avidilable to
indavidusl. cloimants would be reducscy to pay for the rfepatriation

of those Whose claims to compsnsation did anot cover the ccsc of

e+

neir rossttlement in Israal.

€1. It thererops seemd better that UMRWA should besr the initial
cost of the whole operation (1linG purch:cse vlus instellstion costs),
recouping itsclf as far 3s possible from such compensation asg is
found to be cue to each repatriste when the T'inzl pay-vut is mzde

by the P.C,Ce in tWo or turee years. Where o repatriate originally
n2d little or no land and thercfors has 2 very small entitlement

to compensation, there will be 2 loss which will 1211 upon UNRWA.
Theoretically UNRWA could recover the whole cost of the operation
from the compcisation fund but tnis would involve the same ‘njustice
to individualis as described 5n the preccding paragraph. Neverthe-
legss, provided the suggestion is adopted that only former lundowners
" should be given lané in Isrcel, it seems probable that UNRWA would
rceover a large proportion of its costs froa tnc claims of the
individu3ls repatriated,

/62, The
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62. The net cost of repatriation con not be ecrlenlatod with ony
degrec of securacy because of the many unknown £ ictors e.g. whether
the bulk of the would-be repstristes Wwill have a sizeable elaim to
compensation; whether Isrsel can be brought to provide much land,
as opposed to jcbs; and what the value of land and cost of housas
will be.

63. For the parposes of this study hovwever the figure of £10
million is adopted, on the following basis. 4Lssuming that a total
of 150,000 refugeecs are repatriated, thie represents roughly

50,000 families eich of which might cost £1C0 to transport to
Isragl and sapport for the rehabilitation period (UNEWA's relief
budgst works out at £10 a head or £50 o £amily, a year) - giving a
basic expenditure of £3 rillion. In sddition, up to one third of
the repatriates, 10,000 families, might cost £1,000 each to instal
on & small holding - giving a further £10 million. Bet UNEWA would
recuver at least £100 per family from the compenssation fund held by
the B.C.C. cven zssuming that none of the 30,000 families had an
entitlement to more than that amount of compensation for resl
properiy. On thal basis the cogt woald be:=-

Overnll tiansport and

subsigtence £3 million
Ipstallation of farmers AR
-13 i
Less rconvery from P.C.C0C.
@ £100 per family S
£10 E

Bat this will be reduced to the extent that UNREWA recvovsrs furiner
the cost of repatriating irdividuals from the excess of their
compens2tion claims over £100 per family. .8 stoted above, ii is
considered probable that UNRW.. will recover a large proporivion of
the £10 million in this way. Whatever loss has to be borne by
UNR'W.: under these proposals is considercd incvitable if the
oncration is to be relicved, in the arob mind, of the drawbacks

attaching to Isracl's payment of repatriation costs.
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Ercopects of Resettlement

6l4. The prospects for the resettlement of the refugees densnd noi
g0 muech en the efforts of UNRWA,or of any other international

boly. &8 upon the expansion of the general sconomy of the Middle
Bast. It has been proved uscless to try to create opportwitiss
Tor erployment in an economic vacuum.

65. The expansion of the Middle East economy ca2n only come

about through =occelerated development. Ther: is no lsck of projecis
although nnt 211 would be commerciaslly self-supporting. The

pace of development has so far been slow, partly throush lack

of capitai, partly through lock of administrative competsnce and
partly tarough leck of will. (This lack of will stams partly

from suspicion of Viestern motives and »artly from native inertia).
The shortage of capital has now been overcome in the oil producing
countries snd it should not be impossible to devise means,
preferably through the exicting org-nisation of the International
Bank, %o transfer some of this cepitel to the countries with

ne oil revenue. The lasck of administrative compatence is likely
to remain the limiting Pfactor, although this cen to some extent

be overcome by technicsl assistance and the use ¢f consultonts
from the Weste The lack of will may prove the most difficult
ohstecle to overcome, particularly in the countries where most

of the refugees will probasbly huve to be absorbed, namely Jordan
and Syria. hAsuming a political settlement however, the authorities
in those countries should become less suspicious of Westem efforts
to help them,

66. @Given a general expanding economy in the Middle Zest the one
essential regquirement for ths re-settlement of the refugees is

that Governments should give them complete freedom of movement to
go and stay where work is. It is understoodl that the Arab League
Governments ars on the point of agreeing, &fter long discusgsions,

/that
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that the "host!" Governments should grant to rofugees temporary
travel '‘documents valid for five yesrss which would ennbie them

to visit 2ny other ..rab Lezgue country on the same basis eg a
nationol of the issuing country. Refugous established in Tordan
are alreody Jordanion citizens and have the right, in theory,

to 2 pagsport). But the proposed .ar:b League document would not
permit the holder <o rsside and take permanent employment in tha

country vislted. OSuch permission is nevertheless essential To

our plons, tnd must be mude an explicit condition of any settlemont.

7

67. It is zssumed thot Syria could be brought to absorb all the

refugees within its frontiers within five jears. «an early degision

to withdraw UNRWA from Syria at the end of that periocd would
icogleraite the process.

Numbers to be rescttled in the first five years

£8. Prcdictions in this field 2rs extremely risky but, if the

plce of development can ve 2ccelerated it seems likely ihat existing

opportunities for employment snd self-employment, and projects
(other than UNRW.. projects) which are alrezdy near the bl-:-print
stage, could within five yeurs providy cmploymont for sume 250,000
people. This figure is made up os follows:

(a) Spontancous resettlemcnt in all Middle Bast countres by
refugees receiving (at the end of the third yeor)
componsation of over £1,000. sseesssssesnsesss-110,000

(b) ..bsorption into thc Syrisn economy
of 211 the refugecs now in that
country not covered by (2): seessesencrsssssees 70,000

(e} .bsorption by Irag of & number of
refugess equal to that absorbed in
Syria., (This cstim:te of the intske
in 1955-60 is perhaps inflated, in
view of Irag's probable administra-
tive and political difficulties over
At Tk A e o o s ot ol R e 70,000

/69, 1In
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' In pddition teo the 2bove, schemes direccetly fininced nd
organiscd by UNRW.. should be :ble to provide & liveclihood for

2 farther 200,000 people, of whom 150,000 would be settled in

the Tordan Valley md 50,000 in Sinsi. It is hoped that these
UNRW.. schemes would de¢liborstely cover only peasants (not
claimﬁnfs to opprocicble compensation) as a means of reaucing the
hard corg of refugecs. UNRW. has certain minor schemes now in
progress or in sight e.ge the "M1 millior dollor" programme in
sfordan, the objecct of which is to crcote small enterprises. The
numbcrs to be absorbed in these huve hewever bgen included in (a)
and (b) of the preceding parugriph. Tho .gency's vocational
training progrommc, which should be sccelerated rapidly in order
to fﬂéilitutc the éispersal of tho younger rcfugecs once compensa—
tion starts, coonot be rogardsd for pressnt purpceses as reseutling
2 separatc much less a spegific pumber of puoplc.
70. The minimum number of rcfugeus to be repatriated into Israel
if we ignore the Guza proposal would be 75,000. In addition; the
dispusiticn of the Gaza Strip and of the refugees there (apart
Pnom those going tu Sinai) cither 1o Egypt or to Israel would
aeccount for at least a fupther 75,000, (Wo do not helieve that
wither Isrzcl or Bgypt would in fact over agree to take many more
than 75,000 of the 200,000 refugecs now in Goza. If this is so,
the grostest aavintage will be obtained if Israel takes the Gaza
Strip and 75,000 refugces, since 50,000 will anyway go to Sinai).
Tle 4t this rota, thﬁrcfcré, some 600,000 refugess might be
resettled in five yoora or rather more than half the 1960 total
of one million (zssuming 2 steady natur:l increass during the
period).

72. Beyond 1960 it is dungercus to offer even rough figures. It
may be expeected however that the cconomy of the Middle Bast, and
Irag in partieular, will be expanding under thc proposed stimulus
2t 2 rote whieh may enuble all the rest of the refugecs to be
absorbecd by 1970. Morcover the political atmosphere may hive
improved to the point wherc issisted cmigration schemes (s.g. to
Irag) are feasible, to speed up the process of dispersal and

resatilement,
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73+ We have not t'ken account of the possibility of rescitling
L 4
Palestine refugecs outside the 2res, e.g. in the Sudzn or cven an
under-developed area of South smeriez such as eastern Bolivia,
where there are mny 8Syrian und Lebinese traders.

Future of UNEW.

74. .lthough UNRW. might withdrow from Syriu at the ond of five
years it does not secm possible for the sngency to withdraw from

the other countries for at lesst ten years. Lgebanon is unlikely

to agree to absorb more thon a few refugecs — unless it could be
cemonstrated that in apprecizble number of those zlresdy in the
country cre Christiuns who could be accepted, with 2 similsr nuwbar
of Moslems, without upsetting the eonfessionzl bilance. Jordan
e:nnot absorb more thinm holf the 500,000 refugecs now within Ler
frontiers; =2nd it cannct be expected thut the movement of the
remainder to employment in Syriz or Irag would exceed say 100,000
unuil the second five-year period. Morgover ihe proposals for
cistribution of compensation imply th:t refugees should have & right
to stay in their compe until they fird cmploymsnt elsewhere, with
the probsble cxeeption of these receiving more chan £4,000 compensa—
tion. The latter will not be p2id out fur three years.

75+ 1t must therefore be agsumed that UNRW.'s relief operations
%iil econtinue much on the pressnt basis for the next five ysare in
Syriz and for the naxt ten yeurs in the remaining countries, although
the numbera under its core wWill be gradually reduced as vefugees Tind
employmont -nc dcecpt their share of compensation,

76. Therse appe2rs to be no room for caministrative mecsurcs to make
UNRW.'s g27-per-hoad-per-cnrun reiief less attraztive, and s¢ to
increase the impetus to disperszl given by compensation and by
particular nd general economic measures. It might be possible to
reduce the fin necisl burdcen cn the United Stutes 2nd United Kingdom
by substituting gifts of commoditics to the asgeney instead of cash,
but it 1is morc likely th3t such 2 course would render the .goncy's
tisk extremely difficult if not impossible, and that it would

reduce gven beclow the current lgvel the cash contributions by other

/Governments.
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Governments. WNevertheless the gradu-l redicticn of the ration
rolls should be maintszined at its maximum speed by the regular and
thorough cheeking of ecar@s, which the locul Governments must not

be allowce to impede, Those refugees who sccept compensation should
certainly be removed from the ration rolls.

7. If the foregoing estimutes prove correct, the reliof costs
z 2 3 ]

of UNRV.. will beg halved by ubout 1950.
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PALESTING SETTLEMENT

MEETING HELD IN THE FORWIGN OFFICE ON
MONDAY, MARCH 7, 1955 a8t 11 &.m

United Kingdom United States
Mr. Shuckburgh Mr. Pussail
Mr. Simpscn Mr. Wilson
Mr. Belgrave Mr. Burdett
Mr. Arthur Mr. Mak

COST OF 4 PALESIINE SETILOMENT TQ HER MaJESTY'D
GOVERNVENT ARND THE UNITED STATES GOVERNNENT

Ae Cnmpensetion for Arab Refuges Propsrty

It was agresd that:-

(a) Isrngl would have to ray at least £100 m’ llion comp
for abandoned Arab welugse property: 1t was V“P; lﬁ“ll-iy
thet a comprehensive settlement of the Palest
could be purchased for less than tha%;

(b) the sum would be nade available over ten years;

{e) the Government of Israel should be expected to raise
£30 million of thb required total. Of this £30 millinn
it was envisaged that £410 million would be a dirset
contribution from the T sragli budget and that £20 millicn
would be cobtained by a loan from the internatinnal Jewish
community te Israel;

(d) in view of their regular contributions te Isracl, Americen
Jewry could probasbly not be cxpseted to subscribe moru than
£5 millicn in compensaticn beonds. This would leayve
£45 million t¢ be raised from Commonwealth Jewry; and
p'vﬂissi‘n would heve to be sought for Israeli access to

wney markets in Lenden and other Commaonwealth countries;

(u) ne significent econtributicn could be expected Trom any
other guarter: the remalning sum (“70 million) would have
tr ba lent to 13 agl hy Har L-sttf 8 Government and the
United States Government.

20 The meeting then discussed the division of this burden
between the two Governmenhsa ’

Ba Mr. Russell =mphasised that he could make no comnitments on
this matter. Subject to this, he could say that the United
States Government would hope for a division in which they did not
keve to advence more than half (i.u. £50 million) of the required
tal, and in which Her Majesty's Government would contribuis
in adliticn one third of whatever sum was sdvanced by the United
States Government. This would mean a division on the following
lines;-

Israel £10 m.
U.S. and Commonwealth Jewry £20 ma
U. 8. Government £50 Iu
H. M. Government u16 A 119
% Others £5 1 Ifla
Total £100 ms

/x It was
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x It was sug.ested that France might make a small conuvribution
if she participatsd in a setilement; and that funds might
be ralsed in cerbtain other countries, for example Argentina.

e Mr. Shuekburgh said that he too could make no commitments.

It ceuld not sven be assumed that the Isrceli Government would

be allowed access to the London market. Issues of bonds in the
other Commonwealth countries would require the separate permission
of theilr Governments; but the citizens of some Commonweslth
countries, including Scuth Africa, would have the automatic

rizht to buy bonds in Leondon. It should be remembered that
emtributions from Commonwealth Jewry weuld for the most par
be & drain on the sterling eares; and it might therefore be
neecessary tn consider the contributions of Her lNajestiy's Government
and Commenwealth Jewry together. He agreed howsver that the
Isracli Government would not be able to raise the necessary iunds
without access to the London masrket. A8 regerds Her Majestv's
Goverument's shere of the £70 million which would have to be

found in additicn to the sum contribated by Itrael and worla

Jewry, he had been thinkung in terms of proporbticns similer o
thoss in which Her Majesty's Geovernment noramelly contributed 1o

5

JNRWA funds, that is round about 18-20% of the £70 million.

t

el

He it was agrecd that both sides should examing the above
idesas further with their respective financial authoritics.

B, General Developnent of the Middle Rastern Area
6. sy, Shuckbuirgh said that sinee resebttlement of the refugeas

wes largely dependent on the development of the economy of the
arga as a whole, we should éo all we could to encourage the
Internstionsl Bank to be more active in the area. The resson

for their inactivity so far haed been lack of requests Tor .ioans
for sultable projdesbs, not lack of capital. It at any time it
appedraed that sdditional espital would make it eesier foer the

Bank to make leoans, we would not stand in the way of their raising
tioney from those oil-rich states with whom we had spscial relations.
In vigw, howsver, of those states' neubership of the sterling
erght, the method to be folleowed would have to be agresd in advance
with Her l#jesty's Government, before any public statement or
diract eapproach was niado.

T Mr. Burdett said that the International Bank was interested
in the High Aswen Dam a&nd was studying the Litani development
projee s 43 the liebanon. In both cases the Bank's interest
should be encouraged.

84 Mr. Russell recalled that there was a possibility that the
Upited Statses would agree to mske up the difference between the
total foreigh currency cost of the High Aswan Dam and the amount
wihich the Internsational Bank might loan to Egypt for this purpose.

9. Lr. Shuckburgh said that Heér lajesty's Government were
nrgotlating additinnael storling relcases with t he Egyptians.
‘hese wouldlelp Egyptisn development projects.
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ZEENIX 2
AGREED PAPER
L il AP ’
PALESTINE REFUGEES le G frandl (T
.
COMPENSATION. REPATRIATION AND RESETTT BMAID
COMPZNSATION

b 1

The net amount payasbls: to the refugecs mest ba to some
er¥tent determined by Aray and Jewish c¢islms and ccunver-claims
but the Western Powers should heve a target in mind.

2y Incontestably the Arsb refugees should rsceive compensation

for their immovable prop rty, of which the closesgt kpnown

assessment is £400 million. In addition they wilil have an

arguable elaim to compsnsation for: loss of vuss and rents on
uhdt property; the difference botwacn 18s o bed wvalue

the £100 milliorn, snd its vacant pcscu: o value -~ dn

terms, compensaticn £or lozs of ten nts “"ﬂhtﬁ; anc

5 of movable propercy, which is less easily calculable but

11 feslls urpder the Unitsd Netions Resolusion ;f 1948, The

s} mlso claim, less justifiecly, compensation fort hislir share
sstine GOV;PHMdht property and for their loss of private

vtk
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e Iasracl, however, will claim for: ebandonegd Jewish preperiy
formerly in Pelestine, now in Jordan; war damage tc Jewish
property ia Isragl; and Jewish property seguestered in the
territory of other comtatant Arab states, notably Irag. They
also claim, with less relevance, compensation for property
scguesterad in non-combatent stacrs, 8«8 Moroccos Both Arabs

and Jews may claim blood monzay for casuslties during the
Pelesting conflict.

lie With all these factors to consider, and 8ll except the
immovable property in former Palcstine being of detatable value
or reéelsvance, it would be useless to try to negotiate first

with the Arsbs on a figure they would accept and whiech it would
be reasonable for the Western Powers to financs The f'irst

step should therefore be to negotiste with Israel a net figure
which the VWestern Powers believe would be acceptable to the Arabs.

Be The joint working party consider thet cvery effort should
be made to settle for £100 million, the value placed on the
refupgees' imuovable property by the P.C.C. It is well supported
by the available evidence; it is the least the Arabs are likely
to accept; and it has the virtus of meeting the refugees' eclaim
to compensation for immovable property, without their suffering
reductions on account of unrelated counter-claims. The object
of the negotiations with Israscl, and later with the Arabs, would
be to cancel out 81l other claims on both sides: inecluding
Israeli claims in respect of immovable property. The value of
any Arab land returned by Israsel (e.g. 2long the f rontier with
Jordan), would of course be deducted from the total value of

/compensation




compensation as calculated above and %
obtained by Jerasl at Latrun would e
of the demilitarised zones would not affe :
compesnasasion; they would be dealt with as ase J"LL Lssue,
creatbed by the prosent settlement.

Financing

6 Assumiig £100 million to be the target, the maxi
contributicon uowariu it should be made by 1““‘91;
by the Goverimant of Isracl and its main source of :
gxchange, world Jdewry, The prevision ef a substanti: Jewish
contribution will be Facilitated to the extent chab fuJLL is
eguired over a long rather than a short period; and i
appears likely, ir fact, that the required paynsiv Wi
epread. owver as muczh &s ten yesrs beeause:—

\a) the assessment of individual elaims will take about
thres wyeaps:

G E
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(b) the
(8]

fher, the physical distribuvion will Le a graduoal
pr s i

i 1
if only by veason of disputes;

(¢) the arsca's lack of scencmic wealth, apart frem that Lo be
erented over a perigd of years by UNRWA or I.P.R.D.
pfujuets, will make 1%t extremgly difficult to inves
the total of £100 million in less chian perhiaps ften
Bgcause Ff their intevest id prevenving aaflation,
Western Powers may have to censider means of slcwin; down
the payments.

" the payments wore in fact spresl over ten years, it

LnuulT be pessille for the Israclis to provide 30% o1 the

eapital with the assistanpce oi internatinnal Jewry, which might
provids say 20%. The principle would be that Isrsel was

r2s onsible for the paymants to the rofugees 'and for piyment

of inﬁurdst aud amorhisatlion of both Jewish and Gevernuent

Ioahz; albeit the latser mighu have to Wwar lower intersst ard

e LA‘P longer terms, dependent or Israel's capacity to zervice then

Distribution

Bs Wnile furl and final sextlement of ¢ach relfupse's claim,
ineluding appeals to arbitration, would be impossible The aim
snould be a quasi-lsgal distribution of the £100 million
according te entitlement, in ordsr to obtain the best political
reacltioa from the refugees and the Arsb world.

2 Detrils of distributicl. procedure can hardly be laid down
vithna? priocr diseussicn with UNRWA, since compensation has an

soncmic (resettlement) aspset as wsell as a politieal rne,
Ndverthol 3s certain interests of the Westorn Powers arc clear,
and the following modificaticns are proposed Lo ths principle
cf payment accordirg to entitlement:—

{a) Any refugee's elaim vo compensation should be abated by
the valus of real property or equipment made over to him
by UINRWA if be is resetiled or repairisted.

/(b)) About
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(L) -About £35 millicn is due Lo some over
and aboye £2,000 each. 'l"‘:‘m pich have agual righbte witl
the poor %o J.'H ntusl payment of t.u‘;w arb it bus L%
is important that this eapita sheould create emplomsnt
in the srea, ag She property it reprass: t8 used o do tn
Palgstine. Lf is }_j;('ipossd therefors that priority in
pa g within this c¢lass, sheuld be rell t:."‘ those
a gparcd to show thei they will : I fnde
u 1y within thes Middls Zast. The 11;1 bJ.L noe the
& Plr‘ of Bo distribuiing fThis be discussed
mth the hrab Goverinmaits in s0 t5 1he
econoly of the counlries conceriad.

ne. wowld ba dighine : leal advantap
worr e at the cuwset that evary rafylied
some dlrecct berefit fiowm ehe Iswacli's paymon
compe2sation. With thie fl‘ﬂ mind, it is prop m:J that
19 yalus of common (*,. rahr\ ) land., which wonié in any c&3e
be almost imposaible 3 iz the
ghnald be shared by all cl w0 3mall
thoge with elaims Juae? ien Would
70,000 psrsins). Thg Londea
of a mininum Iuﬂ'wl}t L4060 per 2 would anvolve
gsatarent of sll £ higher ’"'lr-uﬂi,-..‘ £ tha total
fund ge-3 only £100 m!ﬁ Al 0 It slhould however be further
examlrad 3n the course of negotiakions.

DigaX 30me

~ anitlesnion

[F R RV

19, In gineral 3t 15 Essll
remove fror its ratiopn rells y
gufiticisut, Tartkir, while Do
nlbimase right to eeésh payment,

paymens 1a kied would be b"fheficidl.

founé to
should be
a5 to faeliita

14, The egents ia the opsratic o (gefser the Western Powsrs
nevs i d uhio prmj.ossl el J.mmnt), should be as fol_ows:-—
(a) Wecpr the purpsse nf 885953712 iadividual claims, recelving
fande from Tsrasl ’u.l disgersing compuns.tion througt
gl

ONEVA, & special United Nasions ¢ .uc,' qaigat be seb up Yy
the Generel asosembly at She reguest of the 1= R

nowewver, should handle all cortects with the

greg, #.ge for ddeantification ard for the cush

ymeate as divated abova. S 5 I B n.t vxc“uw—d thag a

2 government eaculd take over UMRWA "8 chion end Tull
¢sponsibility, in erder o facilatisate the ney's
thorawel from the countrys

v

/REPLTRILTION




~ o

2. Ib is eonsidered thac Is-aesl, with a wviaw Lo re
Arab eclaims to a general right of repatriatisn, and
inebility to take more than 11w1tuu numbers, s}nu}d yfrex bo
repatriats 75,000 Arab refugecs over a flve yeers paric
Thig conld be accomplished by -stablishlng irimd g n q”ftxu
af 45,000 saeh for five sucecessiye yoabs, Tiie {L‘.["L"u".i a1ld
b non—-renswable but measures would be taksn Lo ensure Ln|t
Igrael did not impose sdministrative restricticns whiel
pravent the grocas being filleds e Unl;xea: LHE G
guotas will in fact be filled, nor would it be pood &
persuade any considerable number of Lrfab refugees Lo s el
I'sraecl excopb I'or persons Cron She Gazas sirlp for wholl
of ressttlemsnt €lsewhere ar: especially din.

13 The land which ths prebs formerly Gecupisd wouwld have been
paid for by [orasl withtbhe £400 wmillion compensation L
Isrsel previded returning refugpes with some ot b'ha 1vr; Tdited
art ©f sden Xand whicgh has nol lieaawiile been colonised, thils
would give ths groetest satisfucticn to a very few ol the
would-be repatriates — perticularly if tas lormel ewners could

return to it But &lic Goverpment of Iswrasl would certainly
wich to deduct 1ts value from the compens: tinn fand, to whe
derriment of the rafugees ih feneral. Mereover, Israel 35 most
unlikeiy to give the Arasn rafugess ths actual title te any iand
whatever. In :a"t ome ean ¢rpect them Go by LHreated no betier

than Jewish dmm.zisa nL.e,, ta6e to Le givern, ao thy mosh; &
Limited tenancy of land.

Tla On balaoce the wost satisfactory course sppears to be Lle

following:

(o) pay cempensetion, subject to {c) belo
rafugeas when + ri

) -~ .
they ave entitled be ib, 1e
88 15 dene 40 pbther Zefurees (.JuJ would ir fect pavs
Lintle prospect of pecurring to thair homes s provided
for in the UN Resoiution of 7248 and tterefore appoar
ertitled to compensation);

(b) inciude a provision in the applienticns fou repateoiation
baesring rafagess from raic subgaquenily in Isracl courls
elalug ?ﬁr farther compensatirn Tor t helr property;

(e) UNRWL Ye pay tre cost o1 ropatriatiorn
apouny spent on gach individual fam
110 as phsgible Ffrom that family's con

and e rscover ulle
of rapatriates as
wensntion entitlems

(d) Isznal te treat the refugecs as new immigrants.

Tre ajove prosedirs would avoid insistence by Israsl vhat the
compensaticn total sgreed he with her bs reduced by the vaiue
of the propecty of refugees resurning ic Israsl, and would
ayoid diffieculties with Israsl over where the refugess should
be settled.

15, The whole operaticn would be completely different from 1
Arabs! coneept of repstriation (which could be described as th
re—occupavion of Arat Paiseiine), but it is conmsidered pc b

J/to present
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tH pressnt the matter
would aamit that the
nad been fulrfilled,

RESUITS IN T ENAL
16 The joint working party have no sufficient & for a

definite Porecast of results in terms of reseftlemont. It
considervd thet substential progress in this f'igld is Zmposs
unless:—

(a) 811 aveilsble measures sre taken to accel=zpate the general
geonomic development of whs Arab gbates by mezus of foreign
capital and technical assistance; and

(h) the irab Gov

and employment of the refugec

thie free movement
Y v

s ihreougho the

sing estimedc
over a Tive—year pericd it is ass ;o ROWaTR,
sovn b4 able to withdraw Lrom Syria (now harhour:
refugees); that the Lebanon, having soms 20,000 ]
rafugees, can apsorb them &nd an equal numtecr of 18 without
upsetting the eonfessiconsl balanes; that som:z 60.000 will
immigrate to Irag, particularly if frozen Jewish acsdts in Irag
ars usid Lo help tvhemm; that 270 GO0 will be absorred 3n tho
rdan Valley and Sinsl projects; that say 50,000 will be
repatriated to lerael; and that say 130,000 may be removed
from the UNRWA rolle by stricter vetting of retion canrds.-—

17 Por the purpeose of naking a

worl

Syria 80, 000
Lebanon LO, 000
Iraqg 60,000
Jordan Valley 200,000
Sinai 70,000
Israel 50,000
Deflatien of 130, 000
UNRWA rells e
670,000

18, If the sbove projectien, which is wvery optimistie, works
out in practice about 250,000 refugess might remsin on UNRWA rolls
after five years: located mainly in Jordan and the Gaza strip
(er in camps in Sinai distinet from the Sinail projeat). UNRWA
will probably be called upon to support thsss persons for an
additicnal fiive to ten yesars, Jordan woulrd be financially
incapable of deing so, and if Zgypt annexes the Gaza strip she
wiuld probably have to be given assurcnces chat UNRWA will pay
feor the care of the refugees until they are permansntly settled.
Thege persons might eventually be resettlsed in Irag, clsewhere
in ths Meslem world in small numbers (perhaps in Libya ard the
Sudan) or possibly outside the arua.




TOP_SECRET
19: [The refugess in i
(see hppendix 1 for %

the most favourable ci

by the Sinel project and perhaps 50,000 would return ti
leaving some &0,000 for whem there is little prospest o
rasgttlement in the foresecable futur A e e ‘m t'

Geza ghvip wi poss
itorial settlemernt envigaz
poumstances /0,000 would be r

at o

strip they would be constant source of frictioi ba
and Isragl. Therafore Egypt should be asksd i
of the remaining refupgces o new camps it bg loe 1
UNRWA would psy for the move and agree to suppesrt toe
until they eculd be purmanently resasttled. 5 ¥
te admit the refugees inteo Egypt proper the situati
accopted reluctantly, and UNRWA womld still azres t
until they are parmasnently redetiled. I Nasser rar

gpt the Gnza sirip with the R 8 seme form of trusteeship,
g8 dilseussed In the territorial dix, would be considsrsed.
We should not neglect sny means t1uJ additicnal permsnent
employment in f;a;; but, beeauss of uhu iifriculties in finding
resettlement opportunities for them, snd tihne asngers of ,;“r'w“ti 15
incidents posed by the overcrowdsd G\zn strin, fuagees L
this arsa would recelve priorvity fir repstri s Isra u1 and
for resettlement in any new projects which devigsds




EXTRACT FROM AGREED PAPER DATED MARCH 9

REFUGEES

1.

2.

3

To prove acceptable to the Arabs the proposals must contain
provision for repatriation of Arab refugees and the payment of
compensation. In practice only a small number of refugees
probably wish to return to Israel and in general it would not
be desirable to inerease too greatly Israel's Arab population.
Israel would be asked to repatriate as Israel citizens up to
75,000 refugees over a five-year period. This could be done
through & non-renewable guota system providing for the
admittance of 15,000 yearly with priority given to refugees
from the Gaza strip. Pepsons readmitted would be settled by
the Government of Israel in the same manner as new Jewish
immigrants and UNRWA would provide financial assistance to this
end,

The eventual resettlement of all refugees depends upon the
general economic development of the area as well as upon specifi
UNRWA projects and freedom of the refugees tc move in order to
take employment. In the long run the best prospects are
provided by the economic development programme under way in Irag.
A very rough forecast of resettlement possibilities is as follows:
Syria, 80,000; lebanon, 40,000; Irag, 60,000 (initial increment
Jordan Valley including the Unified Development Plan, 200,000;
Sinai Project, 70,000; Israel, 50,000 (it is very doubtful that

the full 75,000 would want to return); total, 500000,
Compensation.

a, Both the Arabs and Israel will advance large claims and
counter-claims which will prove almost impossible to
evaluate, These will include: on the part of Israel
elaims for abandoned Jewish property in Jordan, war
damage and Jewish property sequestered in the Arab states
on the part of the Arabs, movable property, tenant's
rights and loss of use and rents on property. The most

/practical




practical approach is first to negotiate with Israel

a fixed figure which will represent the net amount to

be paid by Israel for ccmpensation after all claims and
counter-claims have been taken into account. The
suggested figure is £100,000,000. This is the PCC
estimate which 1s understood to be conservative, of

Arab immoveable property abandoned in areas of Palestine
now held by Israel.

It is important for psychological reasons with respect

to the Arabs as well as to minimize the financial burden
on the US and UK that Israel contributions to compensation
be as large as possible but it recognized that unassisted
gshe is unable to finance such a large sum. In view of
the time which will be consumed in determining individual
claims, the difficulty of providing funds and the low
economic absorbative capaclty of the area payments should
be made over a ten-year period, 0f the total :Israel and
world Jewry combined should pay 30 per cent and 70 per
cent would have to be provided by the world community,
primarily the US and UK, in the form of loans to Israel.
Israel should accept responsibility for repayment and
servicing of the loans.

The funds available for compensation should be distributed
through a quasi-judicial process to persons who are able
to establish title to real property. Persons otherwise
entitled to compensation would be paid even though
repatriated to Israel. To avoid double payment any
claims would be reduced by the value of real property

or equipment provided to a resettled refugee by UNRWA.
Large claimants, estimated at 11,000, should be paid on

a deferred baslis to reduce dangers of inflation and

provisions should be made to encourage maximum investment

Jof




d.

S

T.

of the funds in the area. All refugees should receive
some payment. This could perhaps be done by dividing
the value of common land, to which title is difficult

to determine, among refugees with no claims and those
with very small claims.

A special UN agency should be established to administer
the programme: UNRWA would make the actual payments.
The value of Arab lands returned by Israel to Jordan in
the frontier adjustments would be deducted from the
compensation total, while the value of land acguired by
Israel at Latrun would be added. Payments for property
in the demilitarized zones on the Syrian border would be

handled separately,

Appendix 2 describes in detail the suggested compensation,

repatriation and resettlement programmes.









TCP SECRET 'V

8L B 5 ROV, ge: Sir A, hnston
My,
« Potter

Thie paper sets out the dangers of war in the Middle Fast
arieing from the non-settilement of the diepute between Irrael
and the Arab States, and outlines the plans which the Foreign
Office have been making with the American State Department for
trying to reach a setilement,

The objeet 1s, of course, entirely laudable, but the way
in which the serious financlal impllcations for us have been
handled 1s most unsatisfactory.

At the end of February Mr. Shuckburgh, at a meeting with
5ir Alexander Jolnston and My, Playfair, gave us an outline of
the plan. Ve explained the serious difficulties which the
finaneial proposals would have for us end lr. Shuckburgh agreed
that further discussion with the Americans would be entirely
without commitment, pending further discussion with us. 1In
spite of reminders, we had nothing from the Foreign Office until
nﬂti'day morning when S5ir Alexander Johnston receilved a draft
of this paper with a message that the Foreign Sceretary wanted
to ecireulate urgently. He called a meeting, which I attended
yesterday efternoon, but by that time the paper was already in (
process of elreulation.

The first point to which we drew attention was the phruse
in paragraph 6: "These discussion@..... have resulted in
agreement upon a couprehensive set of proposale for a settle-
ment of the Falestine question”. It secmed to us that the plain
meaning of these words must be that H.M.G. wae comitted vie-devip |
the U.5, Government to proposals on these lines with theip
finaneial implieations. Mr. Shuckburgh maintained that the
discuseions had throughout been entirely without commitment to
elther Government, He admitted that the worde gquoted above wepre

e

/
/

/misleading;




misleading; it was, heowever, too late to alter them.

lioreover, however much he and his American opposite nunber may

have reserved the position of their Governments, it must be

recognised that the mere drawing up of thie plan hae gone a long
way to getting them morally and practically comultted to it.

The financial implications are sketched out in paragrarh 8
of the paper. They can be divided as follows:=

(a) Bp

()

This, which is

policy.

regards Egypt, Ur. Shuckburgh told us that it is
likely to take the form of aceistance towards thelr
development schemen, in particular the High /‘swan
Dam project. The Americans with whom he had dis=
cuseed 1t talked of making a grant of %200 million
towards thie project (estimated to cost #600 million)
on the basis that a further Z100 milliion would be
contributed by I.B.R.D. Hp, Shuckburgh said that
there had been no suggestion that the U.E, should
give or lend money to Igypt, our contribution being
regarded as taking the fomm of addltional releasen of
Egyptian sterling. These ideas are quite different
from those which the Egyptians have been discuessing
with the German/British/French consortium for the
bullding of the Dam, under which additional sterling

balances released by us would be used to meet the

formelgn currency expenditure on the projeect. The

cost of the Dam is 8o great and Egypt's resources are

so strained that she probubly will in fact need not

only her own gterling balances, but also acsistance

from the ‘Americens and tho International Bank. ©But,
whereas under the vylanse we have been disenssing Egypt
would awerd the contregt te the consortiuwm and our
contractors would get a wubstantlal share of the orders,

/under




(e)

under these present ideas, the /mericans may well
insist on Americen participation in the projeet or
at any rate international tendering.

There has been no co-ordination within the Foreign
Office on this subject. Thereas Mr. Shuckburgh would
like us to go slow on the negotiations for the release
of Egyptian sterling, his colleagues who have actually
been handling thia suggestion have been prescring us to
g0 shead as quickly ae possible. All this side of 1t
we will endeavour to e¢lear up in the Forelgn 0Office next
weelk,

We asked what inducements to other Arab States
were in mind, lir. Shuckburgh said that this reference
hed been put in the paper because of the poesibility
that, es negotiationa procecded, iV might prove necessary ¢
t0 bribe e.g. the Syrian Government to take some ,Arab
refugees. There was no suggestion at the moment that
[l.M,3s would have to contribute, but it was a possibllity.
This iliustrates how commitments which may turn out to
be inescapable arsie when one embarks on a project of
this kind.

Coupensation for Arab tefugee Property. It is an
esczential part of the scheme that the Govermment of
Ierael should poay compensation estimated at about

£100 million to the Arab refugees whose properiy in
Israel has been confiscated. It ie recognised that
Israel carmot in feot produce anything like thils amount.
The idean produced in the Anglo-imerican discussions
were deseribed to us as follows:-

£ million

(1) Loan or gift by U.5. Govern-

ment to the Government of Ierael 50
(11) Contribution by the Government

of lsrael itse 10

(111) Sums raised from Jewe in U.o,

and Commonweelth 20

(1v) Loan from H.H.G. _ A3

Total: 95




{,
Timing

These ideas are still wery fluld and they are not at
ell clearly expresced in paragraph 8, where in addition
to the £15 million loan from i.HM.G., reference is made
to borrowing by the Government of Iersel on the London
Market of £10-815 milllion. This ie apparently
intended to be a reference to (iii) in the table above.
On the adviee of the Bank of “ngland, I told Hr.
Shuckburgh that, quite apart from the poliey difficulties
vig-d-vis Commonwealth borrowers, ete., he must take it
that it would not be possible for the Government of
Israel succeasfully to float such a loan on the Londen
liarket and that it was useless to regard thie as &
future plan. The alternative would be to allow the
Government of Israel to sell in this country, and in
any other Commonweslth countries that were willing,
thelr bonds on the lines on which they are now sold in
the United States, Cansda and certain European countries,
I paid that this might raise fewer difficultiezs for us
provided the bonds were non-negotiable, but that we
should have to have time to consider it, and meanwhile
we could not be regarded as committed to it.

The £15 million loan from i.M.G. is primerily a
matter for I.F. Sir Alexander Johnston pointed out
the budgetary difficuliies and I shﬁseoﬁ the balance
of payments difficulties at the present time.

Apart from all this the implications of the sudden
influx into the Middle East of £100 million are obvlously
most serious. The money will be doled out in
relatively small amounts and will produce inflationary
conditions without any direct empetus to ocur own exports
there. The Foreign Office are alive to these dangers
but at the moment have no ideae about how to meet them.

Hr. Shuckburgh told us that earlier this week it was

/expected




expected that negotiations on this would be opened up with
Egypt very qulckly, and in faet preliminary soundings had
been taken of the Igyptlian Prime Hinister by the Ameprlcan
Ambaseador in Cairo. These had been reasonably successful

but it wes now elear that no further progress could be made

until the Igyptian Prime Minlster returns from the Afro/Asian

Conference at Bundoeng at the end of April. It was agreed
that lmmediately after Duster we should sit down with the
Foreign Office in order to work over the pointe outlined
EXEN above, and that as a resuld a further paper or papers
might be eirenlated io the Cabinet by the Foreign Seoretary
and poseibly by the Chancellor. This is 11 very well
but
(a) meanwhile the Cabinet are left with the
misleading imprescions contained in the
Foreign Seeretary's paper, o which I have
already referred;
{b) it must be recognised that the Forelgn Office
have gone a long way to being morally, emotionally

and practically committed to a plan on these lines.

(W. ARUGTRONG)
7th April, 1955,







Note of a meeting held in Mr, Drake's Room on the 1hth April

%o discuss the financial implications of Ce(55) 96

Mre AsEs Drake Treasury

Mr. MK Potter ¥

Colonel Russell Edmunds n

Mrs HeSe Lambert n

Mre GeGe Arthur Foreign Off'ice
lire KoJe Simpson n

Mr. BE» Belgrave i

le The Foreign Office explained that the Working Party report wes
entirely a United Kingdom paper, The Agreed Papers were Joint

UsSs /UsKe views which were official views only and were entirely
without commitment,

2. In answer to Mr. Potter, Mr., Arthur said that it was not correct
to say the Cabinet Paper put in hy the Foreign Secretary was out of
date. Soundings had been made separately of Colonel Nasser by the U.S.
Ambassador to Egypt and the U.K. Ambassador. In the course of these
soundings, Colonel Nasser had 1aid claim to the Nege¥ end had proposed
that a schsme should be worked out to this end, He (Colonel Nasser)
would consider the scheme when he returmed from Bandoeng. It would be
necegsary for the Foreign Office to discuss this development with the
Americans and present thoughts were that the Americans should be asked
to come back to London next week, Then there was the uncertainty
about » General Election., If there was one, then the question of
further talks with the Egyptians would have to be put off. If no

General Election, it might be necessary to seek the Cabinet's authority

to go ahead with the proposal for a settlement.




3« Mr. Potber said there was a reference to oil in the ooniext

of Israel. Was it contemplated that the pipe line to Haifa would be
opened? Mr. Arthur said this was not contemplateds Iraq would not be
a party to the settlement and there would be no attempt to moke the
supply of oil to Israel an issue, All that was in mind wms the removal
of certain measures by Arab Countries, es«gs, supplies for Israel
through the Suez Canal: there was no question of txying to get the
Arab Countries to engage in trade with Isreels The removal of the Suez
Canal restriction on supplies for Israel would help Israel balance of
payments wise and this wes thought to benefit em oil imports (} about
£1 million annually.

Le Mre Drake ralsed the question of the guarantees which would be
given as part of the settlement, Did the Foreign 0ffice envisage that
this would affect the Anglo=-Jordan Treaty or our undertaking to Israel?
Would these guarantees have any bearing for example, on the strength eta,
o' the Avab legion? Would they in any way have a bearing on HelaGeS
general strategic aims in the Middle Easts Mr. Arthur said these
guarantees would not affect the Anglo-Jordan Treaty or any other
mdertaking of H.M.G. As far as he knew they would not have any
bearing on H.M.Ges strategic aims in the ares. The one decided benefit
of these guarantees was that the Ameriecans would be & party and this was
very valuable,

5« Mr, Drake wondered if the proposal for dealing with Jermsalem
would have financial implications. There were two Municipalities
concerned, the Arab and Israili mumicipalities: there may also be
private claimants. He knew from experience that a number of Avab
municipalities considered they had claims on the Tsrael Government

for municipal funds: and in the case of Jerusalem there had been
difficulties about apportioning a Water Supplies Renewals Fund

between the Arab and Ismaili mumicipalities. Mr. Arthur said he waa
unaware of financial implications: nothing had been mentioned in the
discussions with the Americans. Mr. Drake said there did appear to be

some risk of financial implications and he thought that Ministers

should be aware of the risk,




6 On the question of Egypt, Mr. Arthur emphasised that in the talls with
the Americans there had been no suggestion that H.M.C. would provide any
economic aids The Americans had clearly given the impression that they would
help with the High Aswaysd Dam projects They had talked of making a prant of
#8200 million in addition to A100 millicn from I.B.R.D, When fears were voiced
about reliance on the Americans to provide the required economic aid without
any likelihood of a eall on HeMuGe, Mr. Arthur explained that, by chance, he
had in the course of talks, come across a U.S. State Depariment paper which
purported to indicate some planning thoughts of the State Department on U.S.

aid to the Middle Hast over the next five years, The figures ran:-

4 million

UuNoRa W, fs Bo
Sinai e
Jordan Valley 12
Economic Aid 250
Additionzl aid to Israel 200
Additional economic aid to Egypt,

Jordsn, Lebsanon and Syria 145
Military Add 250

#1,081 million

The American representative on the Working Party were confident that
they would get the assistance required for Egypte He (Mr. Arthur) was convinoced
that the Americans were not looking to HelleGe to provide assistance, H.MeGe's
responsibilify would be confined to the queation of relense of sterling
balances. This latber point ocoasioned some discussion from which emerged
that the Foreign Office sccepted the view that the question of releases should
not be tied-in with a Pelestine Settlements If it happened that a decision en
releases was conveyed before negotiations on a Palestine Settlement were under

way, then credit would be olaimed for this deciaion as a gesture to Egypte




7s On the question of assistance to other Arab countries, Mr. Arthur
said there had been no suggestion that H.M.G. should make any financial
contribution, Mr. Drake saild there may not be any idea on the Foreign
Office part to provide financial assistance for Arab countries. But in
the case of Jordan there may well be increased pressure on HeM.Ge to
fincreaae her contribution for developmenis This possibility could not be

ignored and Ministers should know of ite As to whether H.M.G. would get

away without making some finsncial contribution in the course of negotiations

was a moot point,

8+ Discussion then turned on the question of Compensation, It was
generally acreed that a settlement was unworkable without some
compensation, In the view of the Foreign Office, the minimum figure
which could be thought of as standing a chance in obiaining a settlement
was £100 million. WMr. Drake pointed out that for presentation to the
Cabinet, the figure should be posed as the maximum for purposes of
negotiations Just how the negotiations should be conducted in order to
ensure that they were contained within a maximum of £100 million needed
the most eareful thought. The Foreign Office considered that the first
approach should be made to Israel where there would be every effort to
scale down the amount of compensation. The Arab countries on the other
hand would start from astronomical levels no doubte Mr. Arthur said
that the method of conducting the negotiations had not been fully thought
oute It was an essential starting point to lmow that the Israel
Government would play and cn what terms, He envisaged the first stages
would be to get Israel agreement in principle to the basic framework of a
settlement ewge, territorial adjustment, repatriation,.aompenaation etoe
then the Arab countries sgreement in principle, The stage might well be
reached where, on compensation, there would be a fimm declaration that

£100 million was the limit.




9 There was much questioning of the £100 million compensation figure,.

The Foreign Off'ice agreed that ideas about what this figure showuis—be
ranged widely. However, the Falestine Conciliation Commission had, in 1951,
carried out an excroise on the questlon of compensation and from this had
emerged a figure of £100 millions This was an independent study of the
problem and could be posed accordingly as a reasonable assesament by a
responsible authority, The Treasury pointed out that the assessment made
in 1951 was based on 1947 wvalues and it might be reasonably contended that
in 1955 an vpward adjustment was called fore The Foreign Office agreed
that an up-to-date assessment might entail an upward adjustment, but in
their view this figure of £100 million was not the crioial factor in a
settlement as proposeds There were a number of vital issuves involwved in
the proposed settlement and negotiatlions might well founder on one or more
isswes other than the compensation figures In framing the proposals, the
Forelgn Office hed decided that a figure of £100 million was the one which
should be stuck to for compensation and the Americans did not demur.

Mre Drake sai2 he appreciated the underlying aim of the Foreign 0ffice, but
there was the risk that in negoviations this figure of £100 million might
be adjusted upwards. If this happened, it would mean that the additional
sum would fell to be met by the UeS. and the UsKe, end the UsKe share of
£15 million might be doubled, Mr, Arthur sald the Foreign Office view was
that £100 million would be the amount the Cabinet would be msked to approve.
If a higher figure became m 1ssue, then it would mean going back to the
Cabinets Mxs Drake sald if there was any danger of a subsequent approach
to Cabinet for a higher figure than £100, then the Cabinet should be aware
of this,

10, The Treasury pointed out that the Working Parfy report gave a figure of
£128 million for compensation made up of: Compensation £170 million, Lose of
rents and revenus £18 million, Tenants rights £10 millions, The Cabinet
Paper mentioned only £l00 million. Mr. Simpson explained that the
Americans did not like the idea of compensating f'or loss of rents and for
Tenants rights because it would be most diffioult o handle. It hed been

agreed in the U.S. /U.K, official talks to drop both these items and stick
to £100 as the compensation total. 5



1l On the repatriation proposal, Mre. Drake pointed cut that this

would be likely to involve U.,N.R.W.A. in a loss and would be a call for
additional funds for U.N.R.W.4 The Foreign Off'ice explained that because
of the United Nations resolution, it was essential to have the principle of
repatriation accepted by the Israel Covernment and it was to cover this
requirement that the proposal had been mede that Israel should agree to
repatriate Araba in the numbers suggested. (75,000 from Gaza,

75,000 from elsewhere, over 10 years,s BPut the Foreign Office were
convinoed that very few Arabs would take advantage of the repstriation terms
end it was most unlikely that U.N.R.W.A, would incur much in the way of a
logse MNre Drake sgreed that it was unlikely that the repatriation terms
would sppesl to the Arabs, but to the extent that they did, U.N,R.W,Ae
would have fo bear the loss,

12, The question of the inflationary effeet of the compensation paymenta
was discussed at some lengths The Treasury expressed the view that this
problem needed %o be most carefully considered. Vhereas the Working
Pariy had shown some apprehension sbout the problem and had suggested the
investment of compensation payments above £2,000 in a Development Bank,
this idea scemed to have disappesred in talking with the Americans. The
Foreign Office explained that the Americans had shown considerable
relustance to any suggestion that the individuals concerned would not be
paid the compensation due to them. They attached great store to the
private rights of individuals and considered nothing should be dome to
infringe such rights. They had, however, sgreed to look further into

the question of a Develorment Bank along the lines suggested. It was
pointed out by the Treasury that as the proposals stood some two-thirds
of the compensation would be paid in two years, This was bound to have
strong inflationery results, If all payments were made to individuals,
then it was essential that the poyments should be spread out so that

there was an even annual rate over the 10 year periods But the problem
needed to be stuiied country by country and there would be an advantage

| » P I
in getting expert views from such people g Mr. Bielss the Jorden Currengy




Controller.s ‘The Foreign Office were against any soundings of loeal

experts on security grounds. On the other hand, they accepted the wvital
need to avoid inflationary pressure and would welcome Treasury assistance
in working out sultable arrangements for the compensation payments.

The Treasury thought that something on the lines of the Development Bank
idea for payments over £2,000 should be a feature of a scheme for
compensation paymentas, The Foreign COf'fice said they thought the Treasury
should be represented at future %alks with the imericans when they could

hendle this cuestion of investing compensation paymenta and also other

financial metterss There was general sgreement that the Treasury would
attend future talks with the Americans.

13 Some doubt was expressed by the Treasury as to Israel's ability
herself to find £10 million towarda her share of the compensation payments.
The Foreign Office explained that, in the discussions, with the Amerioms
a number of attempts were made to evaluate the contribution Israel could
male from her own resources., In the end, the Americans took the line that
the least Israel should be allowed to get away with was £10 million and
that, broadly, settled the amcunts On the other hand, the Foreign Office
had considered that the cash available to the Custodian of Absentee
Properiy should be the major share of the £10 million; but it had been
difficult to get an estimate as to what such funds mizht amount tos The
Treasury made the point that any shortfall in the £10 million would throw
an added share on the U,K. and U. S,

14 The Foreign Office said before an approach were made to Israel 1t
was essentisl to know whether Israel could be given facilitiea to enable
her to raise aﬁout £10/15 million from Commonwealth Jewry., The Treasury
pointed out that they had said at the meeting which Sir Alexander Johnston
held that 1% would not be poasible for the Government of Israel to float
suceeasfully a loan on the London Market and that it wes useless to regard
this as a sterters As an alternstive, it may be possible to allow the
Government of Israsel %o sell in this country, end in other Commonwealth
cowntries that were willing, these bonds on the lines they are now sold
in the United States and some other countries, It would be necessary to
obtain the views of the Bank of England on such a proposal and would

7
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the Foreign Office be agreeable o the Bank being told what was necessary

of proposals for a setilement in order to get the Bank's views, The
Foreign Office representatives ex lained that the Americans were
perticularly concernsd about securify: they did not want to run any risk
that news of the idew might lesk and had confined Imowledge of the preoposals
for a Palestine Settlement %0 a mere handful of Officials. It was agreed
that the Foreign Office would consider whether the Bank of England could be
told what was necessary of the proposals and would let the Treasury lmows
15+ Mr. Drake pointed out that the proposals envisaged the extension of
the 1life of UuN.R.Wehe to 1965 and possibly 1970s While it was true that
We had accepted that U.N.R.W.A,'s 1life should be extended long enough to
complete its task - and this might be after 1960 = the proposals threw an
added burden on the Agency. For example, a great deal of the sdministrative
burden for payments would fall on TU.N,R.W.4, and this would be & heavy one,
It would mean a greatly increased staff and would be costly. Ministers
should lmow of this. The reference to the administrative burden which the
proposals threw up raised the question of the exercise now being conducted
by the Palesatine Conciliastory Commission info the Palestine Government Land
and tax registers so that a basis for compensation payments could be framed,
The Treasuwry pointed out the vital need %o keep this exercise apart from the
question of the compensatlon tofal: it would be embarrassing if this
exercise was conducted in such a wey as would call in question the £100 million
figures The Forelgn Office answered that the exercise mentioned was
estimated o take three years, but it might well teke five, This answer
raiged the query as to what basis would be taken for compensation psyments
if the exrrcise was not concluded in three years, but it was clear that this
needed to be thought outs It was agreed that it would be advisable to keep
the P.C.Cs excroise in leading strings so that it would not prove

embarrassing.




16s The Treasury raised the question as to how the abatement of

Israel's share for cession of territory by her would work. The Foreign Office
%
sald they enviaaged that the territory ecdded would enable claimants %o

receive beck their proeriy and, therefore, no compensation monles would be

payable. In answer to another Treasury quexry, the Forelgn Off'lce maid they
hed envisaged getting the Traql frozen nasets (assets of Jews in Iraq) paid
over in cash to the authority which would make the compensaticn payments.
The Foreign Office had no idea as to the amouni of these masets though they
had made effortas to find this out. It was pointed out that the Iraquis were
very anti-Jew and this may have a bearing on petting the money. The Foreign
Office said they assumed that the money would be forthcoming and thought
this would be 80, As fo properiy of Palestine Potash Lid, and Palestine
Eleetric Corporation, the IMoreign Office said that while this question had
been mentioned in the course of %alks with the imericans, no decision had been
reacheds The Treasury pointed out that property of these companiss were
situated in Jordan and this may throw up an added problem flor HeM.Gs as would
the question of surrender by Jordan of any claim to Palestine Government
asgets in Jarsel about which succeeding Jordanian Delegatlions had been
vociferous.
17, Tollowing diacussion about putting a paper to the Cabinet to bring
out fully the financial implicati-ns of the proposals in C (55) 96, it was
agreed that the Treasury would prepare a draf'% of' a paper which the
Chancellor mizht put in. On the other hand, the Woreign Off'ice might consider
1% advisable to put in a paper themselves when the Treasury ococuld include
such matter about financial amplification as they would wish to dos  The
question of the Foreign Office putting in a further paper was very much tied
up with the Ceneral Election. If no Election, then Cabinet authority might
be souzht to go ahead with negotiations. The Foreign Office undertook to look
into the question of their putiing in a further paper: mneanwhile the Treasury
would start on drafting paragraphs which could be used either in a paper by

the Chencellor or in a Foreign Office paper,

W. RUSSELL EDMUNDS
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Colonel Russell Edmunds

s SUTTLEMENT

Please see Mr, Armstrong’s mimute of 7th April and the
Chancellor of the Ixthecver's orders on it of 9th April.

My further meeting with the Foreiom 0fPice has now been held,
They have given us a number of papers (now on file) showing the
details and progress of their discussions with the imericans,
and we have cross-examined them thoroughly. 4 note giving en
up=~to-date apprecistion of the finsnedal implications ie now
being prepnred and will be submitte@ shortly, Heanwhile, the
Changellor has saked for a Cabinet paper for him to put in.

As far asg they ever will, I think the Forelmm 0ff'ice now realise
the enormity of their offence in putting this matter to the
Oabinet without proper previous consultation with the Treasury,

They are now being much more co-operative, and I have their
definite agreement that the Treasury will be represented at further
discussions with the Americsns which sre contemplated within the
next week or two. The Foreign Offiece now interd $o put in a
further paper shortly = not, in view of the election, to ask yet
for any Cabinet decision, but to bring Ministers up-to-date on
various new developments, with which the Toreign Office are now
keeping the Treaswy fully in touch. The Foreign Office themselves
have nuggested that this further paper should be prepaved in full
eonsuliation with us, and they are likely ¢o agree to inclusion in
it both of a clearer explanation of the tentative nature of the
discussiona with the Americsns, and of a full stetement of the implied

finaneial difficulties and dangers of the prosossls.




In view of this changed attitude, I think 1% would be

very difficult for the Chancellor to insist on putting in

a peper of his own at this stage, at least until we have tried
to shape the next Forelpn Office paper as we should like to
see its Ve should, of course, reserve the right to put

in a separate paper if the Poredgn rffice will not ineclude
vhat ve want in their om. IMeanwhile, we are getting on
with drafting a piece about the finanoisl implications, for
inclusion in the FPoreigm Office paper if they agree » OF
Pailing that to form a basis of a sevarate paper by the
Chancellor %o go in simultansouvaly.

May I have your aprroval to these %setios?

16th April, 1955
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TCN@SECRET

PAIESTINE SETTLELENT

MEETING HELD II

THE FOREIGI OM'ICH ON

WEDNESDAY, APRIL 27, 1955 at 11 am,
United Kingdom Unit=d States
Mr, Shuckbuegh Mr. Russesll
Mr. Rose Hr. Wilsox
H. M, lir. Drake e, Hal
Trea— Mr. Potter
sury Colonel Russell-Edmonds
Mr., Lambert
Mr. Simpson
¥r., Arthur
FINANCTAL QUESTIONS — ASSHSSHENT, FITANCING AND «

DISTRIBUTION OF COMPENSATION,

Mr., Shuckburgh thanlted the representatives of Her
Majesty's Treasury for attending the meeting and invited
them to make a statement.

2 Mr. Drake said that the Treasury recognised the
importance of attemnting to achieve a settlement of the
Palesgtine affair and did not wish to east doubts on the need
for Her Majesty's Government and the United States Government
to work out and be prepared to contribute to such a settlement.
There were, however, a number of points in which they were
closely involved and on which they thought further discussion
was necessary, namely:-

(a) The Arab States would try to meke us pay as
heavily as possible for their cooperation, and
it was important to know what was the total amount
of money likely to be involved. He realised
that we could not say rmch more about this at the
present stage, but it was a point which must be
carefully watched.

(b) The Treasury's mein interest was the amount of
compensation to be pald to the Arab refugees, to
which Her lMajesty's Goverrment would be expected
to contribute: what were the chances of holding
this Lo £100 million?

(¢) The distribution of the compensation would risk
causing serious inflation in some Arab rountries,
notably Jordan: we should discuss necans of
minimising this risk.

(d) It was proposed thet Israel and world Jewry should
contribute 30/ of the total conmensation to be
paid, that is to say £30 million., He wondered
whether this wes possible: and if it was not,at
what peoint should we know that there would be a
def'icit and where would the balance come from,

In this connexion it had been proposed that the

Israel Government should be allowed to sell bonds

in the United Kingdom and Commonwealth countries,

They had not been allowed to do so in t?? past,
bu t




—

o
put the position was under review in the 1ipht
of the present proposals for a2 general settlencnts.
Iﬂ office for the salc of the m, “bonds haa, in

act, been opened in Dublin, end thore was

n"\thl]““" to shop citizens of the United Kinadom
and certain Commonwesalth counbtrics (o, g,
South Afrieca) from subseribins, If the sale
of bonds werc allowed in the United Kingdom, it
was difficult to judse how far British Jews
would in fact subscribe: we had no experience to
£0 bya

) It was difficult to see how the corpenpation
was to be a2ssessed and distributed. Tha
Palestine Coaciliation Commission were now
engaged in assessing the value of abandoned Lrab
property, lot by lot, but the operation would
take a long time. If we a noed for it to be
speeded up, we should zet s Tor distributien
— and we could not distribute mpengation
without such o basgis ~ hut o
should probably Pind that the

(

(4}

we
casiment the

P, C.0. made would exceecd £100 mil.".i:)n. He
wondered how it was proposed to escape from this
dilemma,

hincry should

(£) It was proposed ti
Hut1 on of the

he used for the assess
comzensshion, If thi
would mneed to continue 1n e
than Tive years, which was its present leasc
1ife:; and we should have to assure oursely
thet the other contributors would apgree to
Pupther extension of the Agency's life, 1
would also be extra work for U.NsR.W.A  egnd

the Treasury would like to know what this would
involve in terms of extra cost snd machinery.

lir, Shuckburzh explained thet we should not try to
justlf“f‘tl’e firure of £100 million by refercnce to any specifie
ligt of claims: we should hope to arrive &t it =2t the end of a
nroce;q of barpa and it \.'oulrl represent 2 general
tlement of all elaims by both sides efter full consideration
c::f:‘ Lhc, various counter claims.

iz Ir. Russell added that we should sey that the wvearious
claims of both sides had been considered and disposed of, that
the result of £100 million roughly represcnted 'h't Ier,l could
pay as the total wvalue of immovable '-\ro‘)cr't abandoned by the
Arab refugees, and that, since there was no more money avail-
able, the “Arahs would h'we to take that sum or nothing. ut
the cost of deferring the date of distribution, the P.C.C.
should probebly not be asked to accelerate their listing of
Arab properties until after negotistion of the £100 million;
they would then assess the value of each plot so that the
total reached £100 milliomn,

B On the question of the risk of 1nfl: ation,lir. Potter
outlined the proposals for the digtribution of compénss stion to
the refugees and engulred whether, in view of paragraph 9 of
Lppendix 2 to the paper setting out the points of arrcoment
reached in the London discussicns during HMarch, he was to
understand that the United States representatives had
objections
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s!jections to the proposal made by the London Working Party
on Refupgees, that individual entitlements of more than
£2,000 should be invested in some kind of development bank,

6. Mr. Russell said that the United States renresentatives
had been fully conscious of the need to prevent inflation
and to ensure that the bulk of the compensation should be
invested in projects which would assist the refugees penerally,
They had, however, not been convinced that the proposals for
a development bank were practicable or that the opportunities
for investment in the area were sufficient to Justify the
establishment of such an institution. He felt strongly,
however, that it was desirsble to the greatest extent
pessible to ensure that the payments under the compensation
scheme were invested in the area and thet they werce made in
such a way as to prevent serious inflation,

i Mp, Potter explained that purely from the point of

view of preventing inflation the transfer of capital from

the area was not objectionable, If it was spent in the ares
at all, it wes bound to nave some infletionary effeet. This
would not, however, be unhcalthy if the money was vroperly
invested, He sugpested that we ought soon fo:consult our
Tinancial experts in the Middle Esst = Mr. Dale and lir,Benski
of the United States and Mr. Milner of the United Kingdom

Ba It was agreed that the adviee of these representatives
should be sought on the prevention of infletion ond on other
problems in céonnexion with the payment of compensation to the
Lrab refugees, The Treasury representatives undertook to
draft a letter, which would be cleared with ¥r, Russcll,
setting out the considerations involved without giving any hint
that a general settlement cf the Palestine effeir wes under
active discussion, The letter would be sent to the represent-
atives named above, and also to lMr. Crawford of the British
Middle East Office, who would be asked to seek informally the
views of the Director General of U.N,R.W.A.

T On the guestion of the contribution of Israel and

world Jewry to the total amount of compensation, it was agreed
that we should reguire an uneonditional undertaking by the Israel
Government to raise £30 million, How they did so would be

—~Ieft to them; but we shouldyhas Cerm-them et he - sene—timne

thet—they would b oltowed—to raisce funds by the sale of bonds

in the United Kingdcl and, subject to the agreement of the
Comraonwealth Governments where neecessary, from Jews in the
Cormmonwealth countries, The Treasury representatives
explained thet it would/Eot—Fe—PHesat Ho- edlow b reet
Government to poise—a—toan—on—theLondon—merkets—in-any—ease
there was we-—prespect—thot o toonm wouldt—bho underwritteonr or
subgscribed, The Treasury would,-hoWever.—examine—bthe <fr o The
possibility of allowing exemption from income tax on gifts}?“ =
made by British Jews to help Israecl pay the compensation. ey

10, It was agreed that we should, at a suitsble time, raise
with the Iragis the question of frozen Jewish assets in Iraq,
In negotiation with the Isreoeclis we should attempt to include
these assets in the counter-claims thet would be cancelled
before the Figure of £100 million was reached. The figure of
&100 million which Israel would be required to pay would not
then be abated, and we should try to prevail on the Iragl
Government to use the frozen Jewish asscts for the resctilement

we were foreccd to abate the £100 million by the amount of the
SR _Jassets

\\iﬁ refugees in Irag. IP during the course of negotiations
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assets in question, the Iraq Government should be sk

ked- to
pey the asaets, along with the moncy made available by
Israel, into the fund for the payment of compensation to the
refugees. In either case the Isrnel Cover: :nt having
agreed to pay a certain Figure in general settlement after
consideration of 211 countcr elaims, would hove to mcet any
claims made by Isracli citizens for the loss of their
property in Irag,




TOP SECRET

PAIESTINE SETTLEMENT

MEETING HELD IN THE FOREIGN OWRICE ON
WEDNESDAY , APRIL 27,1955 at 3 p.m.

United Kingdom Unitea States
Mr. Bhuckburgh Mr. Russell
Mr. Rose Mr, Wilson
H. M, EColonel Russell-Edmonds Mr, Mak
Treasury (Mr. Lambert

Mr, Simpson
Mp, Arthur

FINANCI/T, QUESTIONS ~ /ASSESSIENT, FINANCING
AND DISTRIBUTION OF CONTRIBUTION

The Meeting resumed the morning's discussion of Israel's
ability to raise £30 million and particularly to scrvice the
£90 million which she was expected to borraw,

25 The Treasury pointed out that Israel might protest her
complete inability to undertake these commitments: not only
because of the budgetary preoblem, but particularly because of
her lack of foreign exchange, Over a recent six monthly period
only one guarter of her foreign exchange had come from exports.
Considerably more than one guarter had come from German
reparations which would end in 196L. Moreover, recelpts of
forelgn exchenge from the sale of bonds were likely to fall off.
The London Working Party had thought in terms of nearly £5
million a year servieing charges, but it appeared that even if
the amount borrowed was less than then contemplated and even if
the terms were less onerous, Israel's ability to service loans
of £90 million was most doubtful. Similarly Israel might
decline to pay the expected £10 million from her own reserves,
which in any case are not large.

& My, Russell recalled that the object of the Western
Powers was to help the Arsb refupees by mesns of these loans to
Iarecl, The abatement of our interest rates should not there-
fore be excluded. We should hope to receive advice from the
Pield in duc course whenquestions of this kind could be broached.

L., It was agreed that we should first put our proposed terms
for an interest bearing loan to the Israelis, offering them

the longest possible amortisation of our loans. We should

be preparced to consider in the course of negotiation: ebating
the interest on the two Governments' loans; grenting Israel
priority in raising end servicing the £30 million from Jewish
sources over the scrvicing of the £70 million from the United
States and the United Kingdom; and possibly giving informal
assurances that in due course the payment of the interest and
even repayment of the capital of the £70 mlllion might be
waived, The Treasury express grave doubts about these con-
cessions and reserved their position on them: to mention them
even informally must prejudice any chence of recovering the
loon, We should also consider, when advice from the ficld
could be sought, whether it would be feasible for Israel to pay
part of the compensation in kind (e.g. in the form of
agricultural machinery) instead of in foreign exchange;/although




although the commcreial interests of other partics could
not be ignored.

G The Tressury then inquired whether, assuming that an
agreed fipure of £100 million com>ensation resulted from the
prcposed Myas sh=out", the wae shed-out claimants would receive

a share of the £100 million: if not, how would the discharge
of these weashed-out claims be obtained, Ths Meeting felt
that the 5nclacion of washcd-out claims in a share of the

£100 million was probably undesireble. It would be extremely
difficult to 1list all the conceivable claims which might

have been washed-out and still more difficult to assess them,
in reletion to claims for immovable pruperty by individuals,
The hest course secmed to be to lesd the Arab Governments to
ignore, and to accept public responsibility for ignoring,
cloims’ from municipalities (lncludl.q the only cne functioning,
in vausulcﬁ); from individuals for rents due in 1948-55; from
individuals who might have lost ascertainable tenants' rirhts
movable property, etc: and all other claims except those for
loss of immoveble vroperty by individuals or groups of
individuals.

6. Shuckburgh said that it was desirable to try to
fornulutc +he discharge to be obtained from the various govern-
ments, defining the categories of claims which they would
rofrain from supporting. We should bear in mird that none

of the refugees except those in Jordan were citizens of the
"host" countrics. It would be necessary also to cover the
poaition of agencies (e.g. banks) which might hold Arab
property in Isracl and which might be open to claims through
their branches in Lrab countrluﬂ.

T The leeting then considered what increase in U.N. W.R. A.
would be necessary during thc distribution of compensation.
sesuyming that the distribution was to be made to individuals
(end no acceptable alternative had yet been found) a con-
siderable increase of U,N.W.R.A's staff would be necessary for
the purpose of exhibiting list of property identified by the
P.C.C. mnd of receilving claims and counter-claims., It was not
possible to easess the inereased expenditure by U.N.W.R.A, but
it would be heavy and only partly offset by the ration-cuts
which would result if some of the refugees could be employed on
this task. The worst side of the problem would be to provide
otaff capable of deciding the issucs raised in each casec.

Staff with legal or gquasi-legal experience would be needed and
they would somehow have to be covered by an authority to take
arbltrary decisions. Perheps the solution might be for this
work of arbifration to be done by travelling assessors from the
Unlted Netions agency which was expected to take over the
P.C.C, 's task of identifying and assessing the properties. In
that cese the United Netions General /ssembly might be the
source of the authorit- (albcit & political rather than a legal
one) for arbitrating in the many cases which were likely to be
disputed.

8. The Meeting discussed next the commitment of the P.C.C,
(in paragraph 5 of its 1954 Progress Report) to issue a separate
report on its work related to compensztion, The United
Kingdom Delegetion in New York had inquired, after discussion
with the United States Delegation, whether we wished to
influence the P,C.C. in its present indccision between preparing
o historical résumé of the problem and an analysis of the
guestion involving rccommendations as to possiblc solutions,

9
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9. It was apreed to instruct the United Kingdom
Delegation, in consultation with the United Staotes
Delcgation, to work for the Forner trpe of report, and in
pﬁrtlcular to dissuade the P,C.C, from bruiting new
estimates of the compensation required which vuald shake
confidence in the 1951 estimate of £100 million.

10, Brief consideration was given to a very tentative
cstimate of the incidecnce of )”yﬁ&lt“ of compensation.

Assuming that Years 1 and 2 werc token up by the P.C.C.

listing of properties and asses sing their \ﬁlug in 31ntion

to the £100 million; and also that one could safely nug the
distribution of propertics on the basis of tho PGy

1951 investigations; it might be that the solected Agcjcy would
distribute:-

£10 million in Year 3 made up of £2 million
Tor claiments to under £100
and £8 million (the value of
common land) to be distributed
emong those claimants and among
refugees with no claim at all.

£10 million a year in Years L-9 inclusive, i.e.
gsome £60 millior made up of sbout
£40 million for eleimants to
between £100 and £2000, and about
£20 million being advqnccs of
£2000 each to claLMHnts to more
than £2000,

There remained the guestion whether the balance of about
£30 million, due to claimants to morc thon £2000, should or
could be held up until Years 9 and 10; or whether it should
preferably be made available at an cﬂrlv stage for gradual
investment e.g. through the proposed rcfuoee“' dbvclopmunt
bank,

11 It was apreed that the problems raised in paragraphs
5,6 and 10 above should be tackled in the Jight of the advice
whlcn was to be soupght from the United States and United
Kingdom Treasury representatives in the field,
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I attes a further meeting this aferinpon
and spoke at some length on the difficulties of
Israel servicing a loan of the masniiude under
consideratior hink ti it was just as well
that I did, because yone is busy with the
provision of the money and its distribution, and
too little i ght has been given to the fact
that it is intended to | a loan, serviceable and
repayable. If it goes forward, Ministers will
have to be told with some emphasis that the
prospects of recovery are pretty thin; but I
also said that I am sure that the Israelis are
not thinking in terms of £100m., and would
certainly say that they cannot afford the burden
of service on their receipts of foreign exchang

CofRussell Edmunds andlwill compose a draft
avolding inflationary effects.
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SIR HERBERT BRITTAIN

Plan for Arab/Israel Settlement

Mr. Potter'!'s minute of 19th April.

I a7 meﬁtioned this to the Governor to-day.
The Governor was aware of the general problem, and he
said Mr. Playfair had mentioned to him the Foreign
0ffice suggestion of a £15 million Israeli loan on the
London market. He had merely said that this could
only be regarded as a joke.

2. I asked the Governor to consider on
the narrowest basis within the Bank the proposition
about Israel selling bonds in the U.X. market and
the general implications of this both techniecally
and from the point of view of Commonwsalth access
to the London market. He has promised to do so and
will let me have his comments, fTogether with his
comments on the point referred te in paragraph 10

of Mr. Potter's minute.

v

—

T

-_—

27th April, 1955.
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Top Secret

Plan for Arab/Israel settlement: Israel bonds

Note for record

Mr, Armstrong had a sight of the papers recording the

recent discussion in the Bank of England of the aspect of the

plan which concerns the sale of Israel bonds in the U.EK. merket.

2. Mr. O'Brien's comments were
(1) that it was not sensible to talk of the sale of
Israel bonds in the U,K. as if it were outside the ordinary
run of borrowing; it was unlikely that Israsel sympathisers
in this country would subscribe for the bonds merely
out of sympathy and without the attraction of a high
interest rate:
(1i) that if we allowed the sale of the Israel bonds, we
should find our decision difficult to explain to our
Norwegian friends and we should be in deep water with the
Commonwealth countries;
(ii1) that rather than allow the sale of the Israel bonds
we should make a Government loan to Israel.
The Governor agreed with these comments, and made the further
point: what if the Israelis failed to raise the sum reguired

from the sale of their bonds?

(/

(A. K. POTTER)
2nd May 1955



On finaneisl implications, the Treasury have joined with the

Foreign Office in the further discussien which have faken place with the

imericens at the Off'icial level, From the meetings attended by the

Treasury, the following points emerged.

1.

5e

The Arab States would try to make us pay as heavily as
possible for their cooperation. Just what total amount of
money this would be likely to involve could not be seen
at this stage, but this wns a point which must be carefully

watched,

The proposed figure of £100 million is considered to be the
minimum compensation which would make for a settlement with _
the Arsb countries, The chances of holding to this figure

need to be carefully assessed.

The distribution of the compensation would rumn the risk of esus ing
serious inflation in some Arab cowmtries, notably Jordan: it -~

will be necessary to exsmine means of minimising this risk,

VWhether it is possible for Isracl and world Jewry to contribute
305 of the totel compensation to be paid: if not, at what 5
point should we kmow that there would be a deficit and where would

the balance come from,

The sssessment end distribution of the compensation presents

difficulties and needs to be ecarefully considered.

U.N.R.W. Ao would need o continue in existenee for lonmger then five
years (no present lease of life) and it is necessary to ensure -

that other contributers would agree to a further extension of the

Agency's life,




With the agreement of the imericsns, the views of the Tressury
Representative in the Middle East, the Head of the Development
Divigion of the British Middle Eas$ 0ffice and of Mre Dale and
Mr. Benski, U,S. Representative in the Middle East will be

obtained on 3ad Salboe to ensble further consgideration

to be given to these problems,
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SIR ALEXANDER JOHNSTON

PALESTINE SETTLEMENT

I attach a piece I have drafted for inclusion in a further Foreign
Office paper for the Cabinet to be put in tomorrow. I have sent the
top copy to 0.F., =hd seek your approval to frying it out on the Foreign
Office, subject to any comments that 0.F. may have., It will be necessary
to send it to the Foreign Office as soon as possible tomorrow morning,
You will wish fo see the Minutes of the Meeting I held with the

Poreign Office on 1ith April, and the agreed minute of a meeting Mr., Potter

and I attended with the imericans on 27th April (both flagged on the file),
I have not thought it necessary in the draft to discuss in
detail the possible solutions to the points raised; the objective at

present is tobring their existence to the notice of the Cabinet.
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EE. ARMOTEONG

C.C. Mr, Drake
Mr, Shillite

Pleasse see paragraph 2 of my minute dated 19th April,

2. The Forelgn Office have at length ¢inally decided teo
follow up their peper C(55)96 dated 5th April with s further
paper, not esking yet for any Cebinet decision but bringing
the Cabinet up to date on eertain new developments,

3. In the meantime we have had discussions with the Foreign
Office and, in conjunction with the Foreign Office, with the
Americans., Notes of theae d.‘lscussiom} which took place

on lhth April and in the morning snd afterncon of

27th April, are pleced below.

4e In the mesntime also the guestion of sllowing the ssle

of Isrsel Government bonds in this country has been discussed
between Sir Leslie Rowan end Sir Herbert Spittein snd by

Sir Leslie Rowan with the Covernor of the Bank of Bngland

(mee the minutes by Sir L.%. snd S8ir H.B, dated 27th-29th April
end eof, my note dated 2nd Moy). The Bank of Englsnd have
strong objections.

5. lr, Drake hes drafted end submitted to 89ir Alexander
Johnston & plece incorperating the Tressury views for inclusion
in the Foreign Office paper., He has maked for our comnents on
this draft., It ie being arranged with the Foreign Office that
the Chancellor shall heve an opportunity of seeing and
comxenting on the proposed Foreigm Office puper, before it
finally goes in,

/6. I would




@
6, I would like to suggest the follewing slight smendments

to lir. Drake's draft.
i, In second paragraph, delete second and third sentences
and substitute -
"These points, which have sinee the date of the previous
Cabinet psper been the subject of detailed discussion
between the Foreign Office and the Tressury and subsequently
with the Americens, are set out below."

Ii, Fer points 2, 3, 4 and 5 (first sentence) substitute -
"2, 1t i1s the intention that at lesst £30 million should
be provided by the Israell Government, either from their
own resources or by themselves raising the money elsewhere,
0f the balsnoe of £70 million it has been suggestud that
£50 million should be made availasble to Iercel by gift or
loan from the U,85. Oovernuent, £15 million by losn from

H.4, Government, and perheps £5 million by gift or losn
from the French and other Governmenta. The gusstion of &
UK, loesn of the smount suggested will have to be considered
from the points of view of the Budget, the baslance of
paymente and our existing peolicy as regerds accese by
foreign Governmentas to borrowing in this cowmtry. In any
case it is important that we should not, in adaition to
promising a contributlon towards the balenge of £70 million,
get ournelves into the position of in any way underwriting
the sum to be provided by the Israeli Govermment, Cur offer,
if made, must be presented in sueh a way that we and the
Americons ere in effect eontributing & meximum of
£65 million, the bslance to be found by the Israeli
Government sas best they e¢an,
3. It would be impossible for the Ierseli Government
sugeessiully to float & loan on the London market. It has
been suggested that we might be able to modify our
existing policy eés regards seccess by foreign Governments
/to




7.

to borrowing in this country, to the extent of allowing
the sale of Iersel Governuent bonds here, However the
question of such sele presents serious difficultien.

4. There would be grave danger of serious inflstion in
the Areb countries concerned if a pum of the size of
£100 million were disbursed there in unconirolied feoshion,
éven over o period., Fomsible ways of econtroliing the
disbursement are being exsmined in consultation with the
Americana, The Arab Governments eoncerned will have to
be brought into comsultstion in éue course.

5. The aspessment of the individus)l emounts of

compensation in such @8 wey ...."

III. For last paragrsaph, substitute -

"All theme points require snd are reeeiving further
urgent exsminallen, Bvery effort will be made to devise
satisfactory solutions of them before a decision in
prineiple has to be taken whether to go ahead with the
proposed settlement, However I ferl that my colleagues
should be aware that there sre bound to remoin finangilsl
énd other uncertainties sbout the scheme which can only
be cleared up rfinally after the deecieion in prineiple hos
been tsken and in the course of negotiations with Israel
and the Arab ecountries.”

it is clear that & great deal of further thought and

examination will have to be given upgently to the financisl
points., As regards points l and 5"5?£t,m question of the
ability of Itho Israel Government to service the losns they will
be teking, 1t has been agreed that the next step should be to
consult our Treassury Representative in the Middle East and

the two Americsn Treasury Representatives there,

/8. I
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e I have flegged these papers lmediste in view of the

time factor.

(A. K. POTTER)

3rd oy 1944
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TOP SECRET 3rd May, 1955
Dear Arthur,

Ve should be very glad if you c¢ould make .
somg alterations to the Minutes of the Meeting on the
morning of 27th April on the Palestine Settlement.

They are all in paragraph 9, and are as follows:-

pecond sentence to read: "How they did so would be left

' to them; but we shoudd inform them, if it were
deeided to allow this, that they could" raise funds
etee

Third sentence to read: "The Treasury representatives
e explained that it would be impossible for the
Israel Covernment to float a loan on the London
' market."

Fourth sentence to read: "The Treasury would see if
there was any" possibility of allowing etc.

I hope that you will be able to make the changes
Andicated above.

Yours sinecerely,

Geoffrey Arthur Esq. He Se Lambert
Foreign Office.




By eollesgues will no doubt wish to know as much es posa=ible
of the finanelel implications and praciieal diffienlties of settle-
ment on the proposed basiss In the first place, it is clesr thet
our very desire to bring sbout a setilement will plece a powerful
weapon in the hande of the Arab countries which they will ne doubt
seek to use to extract from curselves and from the U.8. Government

the meximum possible financial assistance in other direetioms. As
fapr as the U.K. is concerned, this is particularly true of Jordan,
to which we are already givin: aseistance for the Arab Legiom and
for development totalling sbout £11 million a yesps It is not

possible to assess this danger in fineneiel terms, but everything
possible must clearly be done to guard ageinet it in the course of
negotintione.

In the second place, @ mumber of financial points arise in
gonneetion with the proposed compensation to be paid by lerael to
Arsd vefugecs. These points, which have sinee the date of the
previcus Cebinet paper been the subjeet of detailed diseussien
between the Foreign Office and the Treamury and subsequently with
the Americans, are set out below,

1. Ths total figure of £100 million hes in iteelf no very

firm dagis and it 18 impossidle to sey at this stage that

it will in fact be agoepteble te both parties. The Aprabs
will naturally want more, but we can wly on the Israslis to
demand that the smount should be less. It is the fimm

intention of both parties to the present Anglo-imerican

discuseions that 2100 million should be the maximmm, but

great 8kill in negotiation will be required to hold the

smount to that figurs,.

2, It ip the intention that at least £30 millien should

be provi@ed by the Israsli Governmsnt, either from their

own pesources or by themselves raising the money elsewhere.

1 /of the




Of the balsnoe of £70 millicn it hes been suggested that
£50 million should de made available to Isresl by gift or
locen fyom the V.2, Government, £15 milliom by loan from
H.M. Government, and perhaps £5 millicn by gift or loen
from the Prench and other CGoverrnmmnts, The guestion of a
U.K. loan of the smount suggested hes yet to be decided; tat
in any ease it ie important that we should not, in addition to
promising & centribution towspds the balmoe of £70 millicm,
gt curselves into the position of in any wey undérwriting
the sum to be provided by the Ispaeli Government., Our offer,
if made, must Be presented in such e way that we snd the
Meriesns are in effect contributing e maximmm of £65 million,
the balence to be found by the Isrseli CGovernment as best they
can.
3e It would de imposcidble for the Israeli Government
successfully to float a loan on the London market., It has
been suggested that we might be able to moiify cur existing
polioy as regurds access by foreign Uovernments to boprowing
in this gcuntry, to the extent of allowing the sale of lasrael
Government bonds here. However the question of such sale
presents sericus difficulties.
Le There would be grave dangsr of sericus inflation in the
Apad countries eoncerned if a sum of the gize of £100 millimm
were disbursed there in uncontrolled fashion, even over a
period. The distributica of large nunbers of relatively
emall sume to uneducated individuals, not used to hemndling
money, could essily lead to the ultimate bensficiaries being
thieves, cheats and speculators. The price of lend and other
forms of investment could rise to astronomisal figures:
leaving the original recipients of the benefits with &
renkling sense of grievance that they hed received no real
compensation for what they had lost, Possible ways of
controlling the disbursement are being examined in ocmsulia-
tion with the Americans., The Ared Governments concermed will
have to be brought into comsultation in due ccurse.

2 /5 The




S5¢ ‘The asscessment of the individuel smounts of eompensation
in such & way as broadly to satisfy the claimsnts end lead to
an effective lsssenin: of tension in the areay are matters of
extreme difficulty. Poesidle methods are under examination but
4t 18 clesr that we muot firmly insist on the Ared Covermments
taking full responsibility for the resulte of whatever syntem
is eventuslly decided upom, emnd for meeting the compleints of
the individual claimants who feel themsslves aggrieved.
6 Apart from the olaims of individual pefugees to loet
property there are & nmumber of inter-governmental smd intepe
munieipal eleims which will no doudbt be put forward on both
sides during the ocurse of negotiations., It is the intention
that these should be regarded as cancelling eaeh other outy
tut no doubt there will be hard bargaining which might, unless
we are very eareful, elter the whole picture considersbly.
7¢ U.R.2,W,A, will have a large part {o play in distributing
the compensation end seeing that it is used to the best
adventage in resettling the refugees. This will meen thst the
organisation will have to econtinue to exiet for et least ten
years, whereas itas present eagrecd lease of life is for emother
five years. We muat be sure that the other eountries
eontributing to U.N.R.W.A, will De prepared to continue their
support of it affer five years ond for as long =8 necessary.
The quention of the cost to U.N.R.¥W.A. of the functiens 1t
will undertake in conneotion with the compensation slso recuires
further examination. , |
All these points require and are receiving further urgsnt
examination, Every effort will be made to devise | satisfactory
solutions of them before s deeision in prineiple hes to be taken
wvhether to go ahead with the proposed settlement, However I feel
that my colleagues should be aware that there are bound to remain
finaneial end other uncertainties about the scheme which com only
be clesred up finelly after the deeieion in pringiple has been
teken and in the cocurse of negotiations with Isresl and the Areb

countries. 3




FOREIGN OFFICE, S.W.L.

TOP SECRET May Lth 1955,
URGENT

My dear Johnston,

Your people have been kind enough to let me
see & draft of the passage which you surgest should
be inserted in the Secretasry of State's Cabinet
paper on Alpha. They have explained that the text
has been seen by the Chancellor and that if we do
not wish it to go in our peper, an alternative
would be for the Chancellor to make it into a
gseparate one over his own initials.

I have an open mind on this point, though I
would have thought it more convenient for
Ministers to have one paper only., I have, however,
some comments on your text, on which I think we
should certainly wish to insist if it were to form
part of our paper. These are as follows:-

(2) The first paragraph seems to be unnecessary

(b) The last sentence of paragraph 2 seems to
limit unnecessarily the amount the
Americans might contribute., Would it do
if the sentence read "Our offer should
be presented in such & way that we are
not committed to contribute more than
15 million pounds: the balances, after
taking account of the Americen and other
contributions, to be found by the
Israeli Government as best they can".

(e) In paragraph 7, I suggest that the third
sentence be rewritten as follows, "We

Sir Alexander Johnston, K.B.E., C.B., /know
H.M. Treasury,



(a)

know from the fact of American
participation in the proposals for a
settlement that the U,S. Government,

who contribute some 70% of UNWRA funds,
would be prepasred to continue their
support of UNWRA for the required period;
and we are confident that the other
contributors would be disposed {o do so
in the context of a general settlement."
I suggest this wording because I do not
see how we can possibly make sure in
advance what the other countries will do.

Finally, and this is really the most

. substantial point, I am very unhappy

about leaving the paper in such a2 form
that it could be said subsequently that
we had no authority for continuing
discussions during the next few weeks,
knowing #8 we do that if successful they
will le2d to a financial comnitment. The
phrase "before & decision in prineciple
has to be taken whether to go shead with
the proposed settlement” in the last
paragraph of your draft suggests in fact
that by allowing discussions to continue
we should be exceeding our authority.

In fact, as you know, the discussions
have already begun and will be continuing
with Nasser throughout lay. I therefore
suggest that the last paragraph should
read as attached.

I shall of course be glad to discuss.

Yours ever,

SGD, EVELYN SHUCKBURGH




TOP _SECRET

All these points require and are receiving
further urgent examination., Every effort will
be made to devise satisfsctory solutions on
them before any final commitments are made. In
the meantime, however, I trust that I have the
support of my colleagues in allowing the
discussions with Egypt to proceed, knowing that
if they are successful we shell be virtually
committed to seeking a settlement which would
involve the following financisl commitments:-

(a) a losn to Israel of the order of
15 million pounds:

(b) facilities for the sale of Israel
Government bonds in the United
Lingdom,

At the same time I feel that my colleagues should
be aware that there are bound to remain
financial and other uncertainties about the
scheme which can only be cleared up finally in

the course of negotiations with Israel and the
Arab States,
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SIR ALEXANDER JOHNSTON

Copy to lre A.Ke Pottar./

PROPOSED PALESTINE SETTLEMENT

Colonel Nasser was first sounded about his reactions to a settlement
of the Palestine gquestion some time ago - first by the Foreign Secretary
on his way $o his Far Eastern tour, and later at the beginning of April
by the British and U.S5. Ambassadors, On the latter occasion his reaction
was not entirely unfavourable (although he wanted cession %o Egypt of
the whole of the Negev) but he said he would like to talk the matter over
further after his return from the Afro-AsisnConference at Bandoeng. He
returned from Bondoeng three or four days ago and we were aware that the
British and American Ambassadors would be approaching him azain,
., We were not aware, however, that anything at all definite would be
said to Colonel Nasser at this stage about the lines of a proposed settlements
It appears that Mre Dulles is personally insisting that the whole matter
should be proceeded with immediately. It has been explained to him, the
Foreign Off'ice say, that owing to the Zlection it is not possible at present
to get Cabinet approval to United Kingdom participation in the plan on the
lines proposed. Nevertheless he still insists that discussions with
Colonel Nasser should continue forthwith on a provisional basis. The American
Ambnssador has been instructed accordingly and it is essential that the
British Ambassador should take part in the discussions, _
2. This we accepted, assuming that the discussions would be at this stage
of a very general nature and without any commitment. Ve discovered
yesterday, hovever, that the instructions sent to the /imbassadors were
mthzfmoftheninu'lalornmetﬁghameﬂtheFbmignoﬂ'ioanni the
americans, at which the Treasury was not presents ‘These minutes go much
%00 far in the direction of comnitting FelleGe to participation, and even

. suggest that the imbassadors can mention to Colonel Nasser the figure of

£100 million which is contemplated in the plan for compensation of Arab

refugees. Apart from anything else, the latter would of course be
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Lth Hay, 1955

I am becoming increasingly concerned with the way in
which the approach to a possible Palestine settlement is
developing.  The proposals are of a very far reaching
nature, and cover questions of poliey, and serious financial
implications for this country, on which Cabinet deeision
seems to me essgential. We have reecently had to carry on
our Balance of Payments very heavy sums for Government -
overseas expenditure. Even the Opposition drew atteantion
to this in the Dudget Debates. It will surely be very
difficult to obtain Cabinet decisione on gquestions of such
import before the General Election, and we cannot, I am
equally sure, proceed without them. .

I now learn that instructions have been given to the. .
UeKe and UeS. Ambassadors in Cairo to approach Colonel Nasser
in a way whieh would involve revealing to him the main lines

of the propos ich are under coasideration. It seems to
me that Wowevdr! 20¢h gig assador may protest that I.1.G.
is uncommitte I8 stake, revelation of the proposals,

even in outline, is in faet a com:itment. Theresftar, to
withdraw would put us in an impossible position no less with
the United States than with Colonel Naaser. This seeams to

be clearly borne out by the redraft just sent to us of the
last of the Treasury paragraphs propcsed for lasertion in

your new Cabinet paper. It is there explicitly admitted that
to eed with the discusaions in Cairo will virtually comsuit
us two propositions, the first of which reguires me to

/Tind

The Rt. Hon. He Maemillan, H.P.




f£ind £15 millions over a period before 1 have any indication
of the Cabinet's views on the plan as a whole, and the second
of which raises great difficulties for the Treasury which
have not yet been resolved. : ,

‘I feel most strongly that we should insist with our
American friends that further action in this matter should be
postponed for the present, both to enable the financial
implications of the proposals to be more closely examined in
consultation with U«Se. and U.Ke experts in the middle Bast, and
to enable the whole matter .to be referred to the Cabinet.
when we are ready. While -I realise how awkward delay might
be, I think that we should be more likely to reach a successful
conclusion in'this waye

_ R A BUTLER
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SIR _ALEXANDER JOINSTON /

Cogy to Mr. Potter

Palostine Settlement

Two further things remain toc be done immediately:=

'y

To reply %o lirs Shuskburgh's letter,
2s To move the Chancellor to put in his own Cabinet paper, sinoce
the Foredgn Off'ice do not agree with it,.

On 2, the existing paper will nat need much alteration, cxcept
for an introduction fying it in with the previous Foreign Office papers
I am afyaid I cannot draf't this as the papers are not with me at
presents But I suggest that a paper from the Chancellor should go
in immediately « today if possible so that it will get %o Ministers
before the House rises, 3

I swgeat that you might reply to lirs Shuckburgh on the following
linas:=

LAA L A LR LR RS R ]

DRAFT
Would you please refor to your letter of Lth May sbout the

proposals for a Falestine settlement,
e can accept some of the points you make; but the firet and the

lagt are I am afraid entirely at varianc: with our ideas, ‘e comelder

it quite essential that vhen this matter comes before ilinisters for
decision, they. should be fully aware that it mey wll lead to considerable
p@ugsuﬂ on this counlyy to give further assistance to Arab countries,
particularly Jordan. I cannot understand how you can desoribe this
point a8 unnecessary, since the Pinancial implications might be very
large indeed, It secms %o me imporative thet Ministers should be
put into the positlon of going into this with their eyea opem.

1.

BRI St L







E.R.
e Wt
MR. ARMSTRONG

Plan for Arab/Israel settl ement

The duplicate set of papers which we maintain in O.F.

about this subject are submitted herewith for Mr., Rickett to
X
see. (The original papers are in an I.F. file which is at

present in urgent use on the I.F. side.) 5 iz 573;j;_y,/

{

2., Mr, Rickett will like to see especially -

'A! (2) Cabinet peper (55)96 dated 6th April

g (b) your minute dated 7th April

gt (e¢) my minute dated 19th April

i e (d) minutes by Sir Leslie Rowan and Sir Herbert Brittain

dated 27th-29th April
o (e) my note dated 2nd May
'p! (f) statement of Treasury views, approved by the
Chancellor, which was either to be incorporated in
& further Cabinet paper put in by the Foreign Secretary
or, if the Foreign Office demurred to this, to
form the substance of a Cabinet paper put in by
the Chancellor himself,
'a! (g) Mr, Drake's minute dated Lth May
GHY (h) draft letter from Chancellor to Foreign Secretary

(this letter actually went last night).

)
¢
(A. X. POTTER)

5th May 1955
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MR, ARM&QRONG

J

Plan for Arab/Israel settlement

You will like to see these latest papers.
I understand from Mr. Drake that Sir Alexander
Johnston has decided that before submission to
the Chancellor of a paper to be put in by
him to Cabinet, we should wait and see what reply
the Foreign Secretary makes to the Chancellor's

letter of Lth May,
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| st ‘)‘\" 6th May 1955







COPY
TOFP SECRET FOREIGN OFFICE,
o g.W.1,
May 6, 1955.
Dear Rab,

Thank you for your letter of May L sbout the approsch to the
Palestine settlement, I understand your difficulty about taking on a
financial commitment at this stege., I had hoped that we might get
the Cabinet to give approval to the plan inecluding the two elements
of a possiltle financial commitment, which were described in Sir
Anthony Eden's Caliinct Paper of April 6, If however, you feel that
this is not possible before the General Rlection, I shall have to
accept your view,

As regerds the risk of any commitment being undertaken by our
Am'assador, I had thought this wés covered by my telegram No. 996 of
May 4 which I understand was cleared with your people. I suggest, in |
view of what ycu say th:t we might further safeguard ourselves by
sending a telegram to Washington on the lines of the attached drafi,
with the object of ensuring that neither their Ambassador nor: curs !
mekes any reference to the finencing of compensation until the later {
stage of consultation with the Israelis, which will not take place
until af'ter our elections. In this case, even if Nasser is prepared
to go forward on the basis of our other proposals, we shall not even
by implication have accepted any liability to help Israel pay
compensation.

I should like to gt the telegram off very urgently, since I am
not sure how soon lr., Byroade may be renewing his discussions with the
Egyptians.

I have in the meantime instructed Sir Ralph Stevenson to consult
me before saying snything et all himself, 2 -
I am sending a copy of yomr letter and my reply to the Prime
Minister, since it was he who initiated theattempt to find a settle-

ment for Palestine and who made the first approsch to Colonel Nasser.,

Yours,

(6gd.) Harold Macmillan.




r

Cory

IMMEDIATE AND TOP SECRET

To be repeated to Cairo,

My telegram No. 996 to Cairo,.

Alphs,

Please inform State T'epartment urgently that my colleagues
and I regret that we cannot make any further commitments
in relsation to an Alpha settlement before the United Kingdom
General Election. I am, howev r, most reluctant to hold up
discussions with Nasser and sugrest that they should proceed
but only on the most broad and tentative lines. Un the matter
of compensation to be paid by Israel I suggest that the two
Ambassadors should merely say that the Israelis have always
recognised their obligation to pay compensation in the context
of & general settlement; but that no indicationaf the sum
Israel could pasy, of how she would raise that sum, could
be given until after the presentation to Isra -l of such
proposals as finally emerge. This, as the Stat e Department
knows, will not be until after May 26, since the proposals
cannot be discussed by the U.K. Cabinet till after the
General ‘lection.
=) I trust the U.S. Government will understand our difficulty
over this and will agree to instruct Mr. Byroade accordingly.
I do not believe that this should seriously affect Nasser's
attitude towards our approach since his interests seem to lie

primarily in the territorial aspect of the plan.




TOP_SECRET

2

Thank you for your letter of 6th May about Palestine,
and for the endeavour which you have made to meet the
difficulties which I reised in my letter of Lth May.

My main doubt was whether the approsch to the Egyptians
should be carried any further before the Cabinet had discussed
the plan and &ll its implications, financial and otherwise.

I see, however, that you havesent copies of our correspondence
to the Prime Minister and obvicusly I must leave this aspect
of the matter for him to settle.

If it is decided that discussions with the Egyptians
should proceed, I should be glad if our financial position
could be safeguarded (insofar as it can be safeguarded) along
the lines which you suggest, thoucgh I have ventured to suggest
a few amendunients in the draft telegram to Washington which
you enclosed. For convenience I have had it re-typed and
attach a copy.

I hope that you do not think that the Treasury have been
meking difficulties about all this at a late stage. Ve had
not been consulted before instructions were issued (in the
form of the minutes of a meeting on 26th April at which the
Tressury were notrepresented) for necotiations over the whole
field to be reopened in Cairo, and the additional instruetions
to Cairo which were agreed by the Tressury and sent as
telegram 996 were rega ded by us as simply holding our position
rending further consideration of the major issues.

I amsending a copy of this letter and enclosure to the
Prime Minister.

R. 4, BUTLER.,

The Rt. Hon. Harold Macmillan,
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OIL DRILLING IN

ISRAEL .
PROMISING START

From Our Own Correspondent
TEL AVIV, May 11.

Drilling for oil iéarted at the end
of April near Kurnub, ig( tl}g
Negev, Israel’'s southern “deser
region, has already met with partial
success.

The area had been earmarked
for drilling even before the estab-
lishment of the State in 1948, Iraq
Petroleum having built a road to

the site several vears earlier at a
cost of over £100,000.

Present operations are being car-
ried out by the Pan-Israel Oil
Company and Israel-Mediterranean
Petroleum Inc. The rig has already
penetrated a * significant petroleum
gas deposit at a depth of only
790 feet.” This is the first time
that gas of this compositiori—an
ethane-methane mixture reflecting
@ hydro-carbon origin—has been
"ound in Israel.
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JoP SECREY

1. SIR ALEXANDER JOHNSTON IF,592/238/01.
2, SIR HERBERT BRITTAIN

PALESTINE SETTLEMENT

The Foreign Secrefary's letter of 1lth May.

The Poreign Secretary shows that he has s$ill misunderatood the
Chaneellor's position, and I think some reference %o this should be made in the
Chancellor's reply. Nevertheless, on the assumption that the Prime Minister
wishes the matter to go ahead and not be held up until after the General Election,
I don't think we can insist on our first two amendments.to the Foreign 0ffice
draft telegram, The telegram u};ou.'lﬂ however make it clear, in view of the terms
in which instructions were originally given to the Ambassadors, that nothing
whatever may be said about financial offers,

2s I suggest that the Chancellor should reply to the Foreign Secretary in
the terms of the attached draft, The proposed amendment to the original draft
Foreign Office telegram has been cleared with the Foreign Office at official

level (Mr. Shuckburgh).

12th ¥ 19
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TOP SECRET

DRAPT LETTER FROM THE CHANCELLOR TO THE FOREIGN SECRETARY

Thank you for your letter of 1lth May about Palestine,

1 quite eclear about the nature of the present operation as
described in your letters But my fear is that once we are embarked
on this course, we may find curselves involved in cmmmitments, finanecial
and otherwise, which are not at present apparents Tor instance,
additional inducements may well become necessary to persuade the Arab
countries to come in; by the very fact that we are attempting to get a
settlement, we put a strong weapon in their hands with which fo force
to increase our financial assistance to theme I do not mean to say
that for this reason we should abandon the whole attempt, since I fully
realise the imporiance and the advantages to us of & settlement of the
Palestine question, But I felt that these and other possible
implications should be put fully before the Cabinet,

However, I do not want to hold up despatch of your telegram to
Washington, and on the assumption that the Prime Minister has decided
that the whole matter canmot wait until it can be discussed by the
Cabinet after the General Election, I don't want to press my first two
amendments, At the same %ime, I am still doubtful about the use of the
woxds "on the basis proposed" in your original draft telegram, In
effect the instructions to ths Ambassadors toock the form of a copy of
the minutes of a meeting between British and United States officials held
at the Foreign 0ffice on the 26th April. Towards the end of the second
paragraph of those minutes, three ways are listed in which United
Kingdom and the United Siates Governments would be prepared to help:
ong of these was "to offer financial assistance to meet the commiiments
that a settlement would involve", I feel that it is necessary to avoid
all mention of such an offer at this stage, and to make this clear I
think that that part of the instructions should be specifically with-
drawn, I suggest that this might be done by altering the first

paragraph of your draft telegram as followsi=




"y eees Suggest that they should proceed on the basis
proposed except thati-
(2) no reference should be made to any question
of financial assistance by the United Kingdom

under any settlement,

(b) on the matter of compensation to be pald by

Israel, the two Ambassadors should merely

S8Y anees”

I hopw that this amendment will be acceptable to you.

12th May, 1955




15th Hay, 1955.

- Thank you for your letter of 11th May sbout Palestine.

: I am quite clear about the nature of the present operation
as described in your letter. But my fear is that once we are
embarked on this course, we may find ocurselves involved in
conmitmenis, financial and otherwise, which are not at. t
apparent. For instance, additiocnal-inducements may we

become necessary to persuade the Arab countpries to come inj;

by the very fact that we are attempting to zet a settlement, we
put a strong weapon in their hands with which to force us to
increase our financial assistance to them. I do not mean to say
that for this reason we should abandon the whole attempt, since

I fully realise the importance and the advantages to us of a
settlement of the Palestine question. But I felt that these and
other possible implications should be put fully before the
cl'bmt. ]

However, I do not want to hold up despatch of your telegram
to Washington, end on the assumption that the Prime Minister
has decided that the whole matter cannot wait until it cecan be
discussed by the Csbinet after the General Election, I don't
want to press my first two amendmenis, At the same time, I am
still doubtful sbout the use of the words "on the basis proposed"
in your original draft telegram. In effect the instructions te
the Ambassadors tock the form of a copy of the minutes of a
meeting between British and United States officials held at the
Foreign Office on the 26th April. Towards theend of the secomd

of these minutes, three ways are listed in which

mud ~dom and the M:od States Governments would be
prepared to help: ome of these was "to offer financlal assistance
to meet the comnitments that a2 settlement would involve"., I
feel that it is necessary to avoid all mention of such amn offer

/at this

The Rt. Hon, Harold Macmillan.




at this stage, and to make this clear I think that that part
of the instructions should be specifically withdrawn., I
sugpest that this might be done by altering tlu first paragrnph
of your draft telegram as follows:w

Meec.sugpest that they should proeo.d on the bas:lt
propésed except thetie

(a) no reference should be made to question
of finaneial assistance by the United
under any lotthnmt.

on the matter of ematiw to be paid by
§-m1, the two Ambessadors mu merely S&Y ecece”

I hope that this emendment will be acceptable to you.

t




iay 12, 1955

WASHINGTON TOP SECRET
WARTHGTON
May 12, 1928
CAIRO
Hay 12, 1955

My telegwam 996 to Calre.
CATIRO Alpha.

Plesse inform Gtate Department urgently
that my colleegues and I regret that we cannot
make eny financisl commitments in relation to an
Alpha settlemest before the United Fingdom Gene

nlection. I am, however, uost reluctant to hold

up discussions with Naseor and suggest that they

should proceed on the basls proposed, except that

{a) no reference should be made o eny question
of finaneial mesistance by the Unlited
Kingdom under any settlement, and

{b) 1in the matter of compensation the two
Ambessadors should merely sey that the
lsraelis have always recognised thelr
obligation to pay «upensation in the
context of » general settlement} but thet
no indication of the suam Isrsel could pay,
or of how she would ralse that sum, could
be given until after the presentation to
Isragl of such proposals es Tinally emerge.
This, as the State Departuent Imows, will

not be until after Mey 26, since the

proposals cannot be Giscussed by the U.ik.
Cabinet till after the Cemeral Tlection.




2, I trust the U,.5. Covernment willl

understand ocur difficulty over this and will
sgree to instruct ir., Byroade accoxdingly. It
does not look from Cairo telegram lNo,5609

[of vay 1/ ae if this would seriously affect
our prospects of making progresa with Nasser,
aince the two Ambassadors in any case now
recoumend beginning with a more limited approach
than was originally contemplated.
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TOP_SECRET

Plan for Arab/Israel settlement

The subject was discussed between Mr. Compton and

Mr. 0'Brien yesterday. Mr, Shillito and I were present.

2. Mr. O'Brien was awere that the question of thesale of
Israel Government bonds in the U.K. had been reopened, but he
was not aware of the context in which it hsad been reopened.
Indeed he had understood that further consideration was simply
being given to the request of the Israelis to be allowed to
sell Independence Bonds in this country, which had been

turned downtowards the end of last year.

3a lMr. Compton &and lir. Potter explained in general terms
(a) the crucial importance of finding & settlement for the
Arab/Israel feud and not allowing this sore to fester any
longer and (b) the plan for a settlement which was being
devised by the U.K. and U.3. Governments., It was expleined
that an essential feature of the plan was the payment by
Israel to the Arabs of an amount of compensation running into
many millions. The receipt of this amount in the Arab
countries would itself present big problems if grave infla-
tion was to be avoided. However the immediate point of the
discussion was how Israel was to find the very large amount
which they would have to pay. The U. S. Government would
afford substantial help to Israel by way of loan and/or grant,.
It was suggested thag%he U.K. Government should help by way
of a loan of £15 m. But it was essential, if the settlement

plan wes to have any prospect of success, that Israel should
find, and be seen by the Arabs to find,a substantfial

(307 was proposed)
proportion/of the amount of compensation out of her own

/resources.



resources. The only way in which she could conceivably do
this would be by supplementing such budgetary contribution

as she could mske by funds raised through thesale of bonds to
world Jewry. The Americans hadfé for some time now allowed
Israel to sell her bonds in the U.S.A. and large sums hada
been raised in this way. However they believed that the
U.S.A. as a source of funds was drying up and they were
pressing us now to permit the sale of bonds in the U.K. and
thesterling Commonwealth. It was probably true to say that
unless the U.K. Government allowed this, a real difficulty in
the way of Anglo-American co-operation over the settlement

plan would arise,

L. Mr, O0'Brien said that for him this threw quite a
different light on the problem., Ee fully appreciated the
great importance of the settlement plan. He was not much
concerned about the danger of disturbance to the market if
Israel were allowed to sell her bonds in this country. He
doubted if there would be much sale for them (certainly not
more than £5 m.) unless they were offered on very attractive
terms. (Speaking from memory Mr. Fotter said thet he thought
Since confirmegmhat the Israeli proposal of last year was for 15 year bonds
carrying L4%). Mlr. O'Brien was however still worried about
the repercussions, if we allowed the sale of Israel bonds, on
our relations with cur Commonwealth and Scandinavian friends
whose access to the London market was severely restricted.
It was mentioned that the provisional view of the Treasury
was that a decision to allow the sale of Israel bonds in this
country, as an essential part of an Arab/Israel settlement
plan, could be convincingly explained and justified to our

Commonwealth and foreign friends. Mr, 0'Brien appeared to

/be




be not so sure of this although he agreed that the difficul-

ties would be eased if the terms of the bonds were such that
they were more akin to a charitable appeal than an ordinary
market issue. In any case he was not at present in a position

to express any view of the Bank in the matter.

Hie Mr. Compton explained that the Cabinet would almost
certainly not teke any decision on the settlement plan before
the General Election. However in all probability the
necessity of taking a decision would arise at an early stage
in the life of the new government and the Chancellor would
have to say urgently whether or not, =s part of the plan, he
was prepared to allow the sale of Israel bonds in the U.K.

He would need the advice of.the Governor on this point.

It was in order that th%fé;;is? should not be sprung on the
Governor at the last moment that Mr., Compton had felt it

desirable toexplain the matter in fuller detail to Mr, O'Brien,

(’)

13th May 1955.
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DRAFT
CABINET PAPER

(FHIS DOCUMENT IS THE PROPERTY OF HER \
BRITANNIC WAJUSTY'S GOVERWMENT) 4

TOP SEC

g _(98) COFY NO,
(pate)

In his Memorandum of April 6
(c(55)96), Sir Anthony Eden summarised an
agreed Anglo-American plan for the settlement
of the dispute between the Arab States and
Israel and indicated that conversations on the
matter had taken place between the United
States Ambassador in Cairo and the Egyptian
Foreign Minister, I now give my ecolleagues
an account of subseguent developments.
2. Inmediately before he left for Bandoeng,
the Egyptian Prime Minister sent a message
through his Foreign Minister to Her Majesty's
Ambassador in Cairo, to say that in spite of
many misgivings he was ready to do his best
to play the part which Her Majesty's Govern=-
ment and the United States Goverament wished
him to play in restoring peace in the Lewvant.
He suggested that the period of his stay im
Bandoeng should be used by the two
Governments to work out concrete proposals for
a settlement of the Palestine affair. Both
he and his Foreign Minister made it clear that
thelr main interest in a settlement lay in the
restoration of a land link between Egypt and
the Aradb States to the Bast. With this in
mind, they were not prepared to consider
meking peace with Israel unlesa she abandoned
the major part of the Negeb = a corridor

/aeross




-

~rorgy en Israell Negeb would not suffice.
3« The proposals summarised in paragraph
7 of Sir Anthony RFden's Memorandum under
reference provided for the establishment of
a sovereign Arab right of way across the
Hegeb without impairing the Israeli
sovereign right of way to Elath on the Red
Sea. The idea was that Israel should cede
two small triangles, one to Egypt with its
base on the Egypt-Isrsel frontier and one to
Jordan with its base on the Jordan~Iarael
frontier, in the extreme south of the HNegeb
a few miles north of Elath. The apices of
the two triangles would meet at a point on the
Isracli road from Beersheba to Elath; and at
this point, which might need mixed or
international supervision, a road from Egypt
to Jordan under complete Arab control sould
pass over (oriunder) the road to Elath, which
would remain under complete Israeli coatrol.
L. In view of the Lgyptian insistence that
the land link between Egypt and Jordan must
be something more than a corridor, Her
Majesty's Ambassador in Cairo and his United
States colleague expressed the view that the
arrangement described above would not be
aceeptable to Colonel Nasser. The two
Ambassadors proposed a number of alternative
solutions ranging from joint Arab-Israel
administration of the entire Negeb to the
ereation of an automomous Arab territory
under Western guarantees. Considering the
importance of this point, further discussions
yere arranged between the Foreign Office

/and




and the State Department to review the proposa..
for the Negeb.

5. 1In these discussions it was concluded that
the Israelis would never surrender the whole
Negeb or the greater part of it as the Egyptians
deaired. They are deeply attached to this
territory, which has for them a religlous
significance, ensures thelr access to the Red Sea
and allows them to taste the freedom of an area
in which they can be out of sight of an hostile
frontier, On the other hand, there is little
doubt that the Egyptians will not accept a
settlement which leaves the whole of the Negeb
in Israell hands. The only meana of reconciling
the incompatible interests of both parties is
by the prineciple underlying the proposal
described in paragraph 3 above, that is the
principle of a point at the junetion of two
triangles where the sovereignty appertains to
both or neither.

6. It ie proposed, therefore, that iln thelr
further discussions with Colonel Nasser on his
return from Bandoeng, Her Majesty's Ambassador
end the United States Ambassador in Cairo should
attesmpt to secure his agreement to the principle
of the double triangle as meeting his desire for
a land connexion with Jordan. If Nasser shows
interest in the prineiple and asks for an
example of its application, the /mbassadors
would then explain the proposal, described in
paragraph 3 above, of a double triangle in the
extreme scuth of the Hegeb, coupled with

transit rights across the northern Hegeb between
Egypt end Jordan. If they find that this

solution is unacceptable to Nasser om account of

/the




the s ilness of the territory ceded, it may be
necessary to suggest that the double triangle
prineiple might be applied to limk both Igypt
and the Gaza Strip to Jordan. This could be
done by using the 1947 partition line south-east
of Gaza and building upon it & triangle pointing
eagtwards to link up at the Israeli road from
Beersheba to Elath with the apex of a second
triangle whose base would be on the Israecl-
Jordan frontier oppoaite Shobek. This would
involve a fairly large cession of territory by
Israel in the Negeb and might, therefore, tempt
Hasser, since he would be better able to defend
a settlement of this kind to the other Arab
States. It also has the merit, in ~Arab eyes,
of being based on the partition of the Hegeb
recommended in the United Nations Resolution of
1947; and it would ease the prescure of the
refugees in the Gaza Strip by giving them an
opportunity to disperse eastwards. ‘But it would
leave Israel in control of all the cultivable
land end all known mineral deposits in the
Horthern Negeb, as well as a sovereign right of
way to Elath,
7. It would, however, be very difficult to
induce the Israelis to accept this alternative
propesal; and only if it seemed that Nasser's
cooperation eould be secured on this basis and
on no other should we consider putbing the
proposal to him. If we 4id so, we should
reduce the territorial concessions expected of
Israel in other areas. It should be added that
the Goveranment of Israel have taken the position,
in a formal communication to the United Kingdom
and United States Governments, that they are not
/willing




willing to surrender amny teriddory ak all, though
® they do not rule out "minor and motual®
adjustments of frontiers as part of a general
gettlement. This uncompromising attitude may
well persist during the pre-election period in
israel, and the timing of our approach will have
to be carefully judged in relatiom to this.
8. My colleagues will wish to know aB mich
as possible about the finanecial implications and
practical difficulties of & settlement of the
kind proposed. A number of finsneial pelnts
arise in connexion with the proposed
compensaticn to be pald by Israel to ~rsb
refugeecs. These pointe, which since the date
of Bir A. Eden's memorandum under reference have
been the subject of detailed discusaion between
the Foreign Office and the Treasury and
gsubsequently with the imsricans, are set out
below:~
(a) The total figure of £400 million has in
1tself no very firm basie end it is
impossible to say at this gtage that it
will in fact be acceptable to both
parties., 'The Arabs will paturally
waut more, but we can rely on the
israelis to demand that the amount
should be less, It is the firm
intention of both parties to the presen
Anglo~imerican discussions that £100
million should be the maxlmus, but
great skill in negotiation will be
require@ to hold the amount to that
figure.
(b) It is the inteantion that at least £30
million should be provided by the
Israeli Government, either from their

Jowm
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(e)

own resourcea or by themselves

raising the money elsewhere. Of

the balance of £70 milliion it has been
suggested that £50 million should be
made avallable to Israel by gift or
loan from the United States Govermment,
£15 million by loan from Her Majcsty's
Government, and perhaps £5 million
from the French and other Governments.
The question of a United Kingdom loan
of the amount suggested hes yet to be
decided; but in any case it i
important that we should not, in
addition to promising a contribution
towards the balance of £70 milllon,
get ourselves into the position of
underwriting in any weay the sum to

be provided by the Israseli Government.
Qur offer should be presented in such
a way that we are not committed to
contribute more than £15 million;

the balence, after talking aceocunt of
the ‘merican and other contributions,
to be found by the Israeli Governuent
as best they can.

It would be impossible for the Israeli
Government successfully to float a
loan on the London merket. It has
been suggested that we might be able
to modify our existing policy as
regards access by foreign Governments
to borrowing in this country, to the
extent of allowing the sale of Israel

Goverument bonds here. Howeve® the

/auestion




(a)

(e)

question of such sale presents
serious difficulties.

There would be grave danger of serious
inflation in the Arab countries
concerned if a sum of the size of
£100 million were disbursed there in
uncontrolled fashion, even over a
period. The distribution of large
numbers of relatively small sums to
uneducated individuals, not used to
handling money, could easily lead to

the ultimate beneficlaries being thieves,
cheats and speculators. The price of
land and other forms of investment could
rise to astronomical figures, leaving the
original recipients of the bensfits with
a rankling sense of grilevance that they
had received no real compensation for
what they had lost. Possible ways of
eontrolling the disbursement are being
examined in consultation with the
Americans. The Arab Governments
concerned will have to be bwought into
consultation in due course.

The assessment of the individusl amounts
of compensation in such a way as broadly
to satisfy the claimants and lead to an
effective lesasening of tension in the
area, are matters of extreme difficulty.
Possible methode are under examinatioa
but it is clear that we must firmly
insist on the Arab Governments taking
full responsibility for the results of
whatever system is eventually decided
upon, and for meeting the complainis of
/the




(r)

(g)

the individual claimants who feel
themselves aggrieved.
Apart from the elaims of individual
refugees to lost property there are
a number of inter-governmental and
intermunicipal claims which will no
doubt be put forward on both sides
during the course of negotiations,.
It is the intention that these should
be regarded as cancelling each other
out, but no doubt there will be hard
bargaining which might, unless we are
very careful, alter the whole picture
considerably.
U.N.R.W.A. will have a large part to
play in distributing the compensation
and seeing that it is used to the best
advantage in resettling the refugees.
This will mean that the organisation
will have to continue to exist for at
least ten years, whereas its present
agreed lease of life ia for another
five years. We know from the faet of
Amepican participation in the
proposals for a settlement that the
United States Goverament, who
contribute some 70% of U.NW.R.W.A, funds,
would be prepared to continue their
support of U.N,W.R.A. for the reguired
period; and we are confident that the
other contributors would be disposed to
do so in the context of a general
settlement. The question of the cost
to U.N.R.W.A. of the funetions it will
undertake in connexion with the
/eompensation







S

conmpensation reguires further
exanination,
9. All these points require and are receiving
further urgent examination. Evéry effort will
be made to devise satisfactory solutions on them
before any finaneial commitments are made or any
action taken which might imply sueh conmitments.
In the meantime H.M,Ambassador and the United
States ‘mbassador in Cairo have been instructed to
avoid in their current talks with Colonel Hasser
all disoussion of the financing of lerael's
conpensation to the Arad refugees. Thua H,uU.G.
cannot be committed to any financial coutribution
before the proposals are disocussed with Israel
which will be the mext step 4f the talks with
Hasser are successful; and since any propossls
for & settlement are liable to become public soon
after they are presented to the Israelis,
Er. Dulles haep agreed with me that no approach
should be made ia Tel Aviv before the end of May.
This delay will enable a decision by the Cabinet
on the finanecisl isplieations of the plan to be
deferred until after the General Elections.
10. [ 144 4o deotded, ar
discussions with Colomel laggor,/’to procesd
towards & settlement eom the 1ines proposed,
Her Majesty's Government's finaneial Liabilities

o
oma:_/li’ far as can bhe seen at present, be /

(a) a loan to Israel of the order of
£15 million;

(b) the provision of facilities for the
sale of Israel Uovernment bends in
the United EKingdom.

However, I feel that my colleagues should be

aware that there are bound to remain financiasl
Jand




and other uncertainties about the scheme which

ean only be ecleared up finally in the course of
negotiations with Isrsel and the Arab States,

I do not overlook the probability that the
parties to the dispute, and particularly
Jordan, will seek to make the U.8. Govermment
and ourselves pay for their cooperation in
terms of inereased financial assistance, Lg

far as H,M.G. are concerned, we shall resist

any pressure of this kind.
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Plan for Agab/léééel settlef:nynt

Since you last saw these papers, the Foreign Secretary
replied to the Chancellor on 6th Hay; the Chancellor wrote
again to the Foreign Secretary on 7th May; there has been a
further reply from the Foreign Secretary (which I have not yet
seen); and I understand that the Chancellor has written again
to the Foreign Secretary on the lines of the draft attached to
lMr, Drake's minute of 12th Mey. The Foreign Office have since

telegraphed Washington,

2 As I mentioned to you, Mr. Compton, Mr. Shillito and I
had a discussion with Mr. O'Brien yesterday evening. See my

note of the discussion.

B At a8 meeting between lir. Drake and myself and Mr. Arthur
(Foreign Office) this morning Mr, Drake and I discussed the
draft of the further Cabinet paper which the Foreisn Office
wish to submit to the Foreign Secretary, and we agreed to it,
subject to certain zmendments and subject also to clearance
at higher level in the Treasury. A copy of the amended draft

is attached.

s The paragraphs of the draft which concern the Treasury
are nos, 8 to 10, Parsgraph 8 reproduces what had been
suggested by the Treasury themselves, after clearance with the
Chancellor. As regards paragraph 10 Mr. Shillito has

suggested the inclusion of the following words at the end of




Subject to this addition, I think we can now, as 0.F., agree

to the draft paper.

5a As I also mentioned to you, Mr, Drake and I impressed

on ir. Arthur fthet we saw little hope of clearing the question
of the sale of Israel bonds in the U.K. unless we could put
the whole metter in sufficient detail to the Bank of Emgland,
We made it clear that if this were done, the Bank would almost
certainly ask to be associated with further discussion of the
financial aspects of the plan generally (which we ourselves
would welcome). Mr, Arthur undertook to try and secure

F.0. agreement to the reguisite letter being sent to the Bank

without delay at the appropriate Trezsury/Bank level.

K\
(A. K Potter)
1ith May 1955.




TCP_SECRET
FROM FOREIGN OFFICE TO WASHINGTON

Cypher/0TP DEPARTWENTAL DISTRIRUTION
No. 2337 D. 2,35 p.m. May 15, 1955

May 15, 1955

TMMEDIATE
TOP_SECRET

Addressed to Washington telegram No. 2337 of May 15
Repeated for information to Cairo [Priority].

My telegram No, 996 to Cairo,
Alpha,

Please inform State Department urgently that my colleagues
and I regret that we cannot make any finsncial commitments in
relation 4o on Alpha settlement betrore the United Kingdom General
Election. I am, however, most reluctant to hold up discussions
with Nasser and suggest that they should proceed on the basis
proposed, except that:

(a) No reference should be made to any
question of financial assistance by the
United Kingdom under any seitlement, and

(b) in the matter of compensation the two
Ambassadors should merely say that the Isreelis
have always recognised their obligation to pay
compensation in the context of a general settlement;
but that no indication of the sum Israel could pay,
or of how she would raise that sum, cruld be given
wtil after the presentation to Israsl of such
proposals as finally e.erge. This, as the State
Department know, will not be until after May 26,
since the proposals cannot be discussed by the
United Kingdom Cabinet till after the Genercl
Election.

22 I trust the United States Government will understand
our difficulty over this and will agree to instruct Mr. Byroade
accordingly, I do not think that this would seriously affect
our prospects of making progress with Nasser, since his interests
seem to lie primarily in the territorial aspects of a settlement,
DISTRIBUTED TO:

Levant Department
African Depirtment

e
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MR. POTTER

Alpha

Col.Russel Edmunds brought me the attached
for our comments. I have made one or two, but
the whole thing seems to me to go into more detail
than we had intended. However, if the F.O. are
prepared to put it forward, disclosing so much
of our thinking, I suppose we need not object.

.
&




FOREIGN OFFICE, S.W.1.
(VR 1076/92a) May 17, 1955,

/gm M

We discussed recently the decilsion, taken at the
meeting in Arthur's room on April 27, to seak the
views of Milner and others on certain financial and
econonic aspects of a poseible setilement between
Iarael and the Arab States.

e I now encleose two coples of a draft letter to

Milner and the two Americans which we should be
grateful if you would clear so that it can be put
o Washington,

We are drafting also 2 simple letier to
g8ir John Sterndale Bennett (copy Crawford) whish
would ask him to arrange for Crawford to sound
Laboulisse very tentatively about UNRWA's »8le
without bringing him indto our counsels,

foase sty
) T

(Ke 7. Simpaon)

Colonel W. Russell Edmmdsa, 0.B.E., T.D.,
Treasury.
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14 TOP_SECRET
COLONEL RUSSEL £

Mr, Simpson's letter of 17th Msy and its enclosure.

24 I have the following comments and suggestions on the draft
letter to Messrs, Milner, Bensky and Dale,

Parsgraph 3. Delete from the latter part of the

third sentence to the end of the paragraph and substitute

".... the remaining 70 per cent being provided by
foreign CGovernments in the form of losne to Israel.
The principle would be that Israel was fully
responsible for the whole £100 m, and that she
accepted responsibility for the service and
repayment of all loens, whether made by world d&my
or foreign Governments. Consideration is being given
to the question whether, in order to obtain the
maximum assistance from world 4§ry, which might have
to provide say 20 per cent of the £100 m.,, Israel
Soaid be permitted to reise funds by the sale of
bonds in the U.E., and other partis of the sterling
Commonwealth.™

Paragraph 4. From the first sentence delete the words "On

the other hand",
In the last sentence, for the word "would",

substitute the.wbrd "might".

Peragraph 6. The division of claimants into thre: broad

groups is arbitrary., The wording of the paragraph should

be amended accordingly.

Paragraph 7. Use of the verb "to stake" looks odd to me,

but maybe I am merely ignorant.

Paragraph 9., The figure in the last sentence should be

£30 m, in order to square with the figures of £10 m, and

£60 m, mentioned in paragraph 11,

/ Table,




Table. The column headed Amount due" should be headed
"Amount ¢laimed (tentative guess)" (cf., second sentence
in paragreph 5 of letter), The value of masha’ land

should somehow be included in the eolumn,

The comment about Category (e) is misleading and

should be omitted.

Another column might be added as follows -

a)
b)
e¢)
a)

e)

L R

Compensation allocated
ZgantaEIve guessi

£ m on

10

90%

® of which sey £60 m. might be paid
in c2sh and £30 invested,

o 8 We might perhaps discuss these comments end suggestions,

end eny others which I.F. may have, before giving the Foreilgn

Office final comments ané suggestions from the Treassury as s

whole.

(A, K. POTTER)

21st May 1955




' ' FOREIGN OFFICE, S.W.1.

June 2, 1955.
TOP SECRET & PERSONAL

e
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During our discussions on a possible
settlement of the Palestine affair you told us
that the Treasury felt that the Bank of England
must soon be consulted on the guestion of the
sale of Israel Government bonds in the United
Kingdom and sterling Commonwealth; and you
suggested that the Foreign Office should draft a
suitable letter which a senior Treasury official
could send to the Governor or Chief Cashier of
the Bank.

We suggest that the letter might be based
on the enclosed draft.

/\orms G v €~

(G.G. Arthur).

A.K. Potter, ESQ.,C.B.E.,
Treasury,
S.‘ﬂr.1 °
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The conflict between the Apeb states

”,

and Israel is most damaging to our policies in
tha UiddTe Huat-sud-be-sun politioni sud
commercial in%é;ésf;'in tﬁe’afeé. Fear and
hatred of Israel blind the Arabs to the

Soviet threat and inhibit their willing
co-operation with the West. 8o long as we are
ﬁﬁﬁe&Jﬁith-thir resentment at the creation of
Israel and fﬂéir humiliation at their defeat
in the fighting of 1948, We shall not e able
to rely on the stability of their attitude
towards the Western world.

The Israelis, seeing the balance of
power and influence in the Middle East moving
ateadily against them, and faced with the
implaeable hostility of the Arab states, are
tempted to adopt reckless courses before it
is too late. Their growing aggressiveness
could easily lead to & renewal of fighting, in
which H.M. Government would probably be
involved and which might end in the loss of
many of our valuable assets in the Arab world.

Far frome asing the situation, as we
once hoped, the passage of time makes it more
dangerous and more intractable. It was in the
convietion thafgiiqmﬁﬁt'be stabilized gquickly
that Sir Anthony Eden suggested to Mr. Dulles

Z e /
last autumn that our twe Governments should

“urgently examine the possibility of bringing

about a settlement. Mr. Dulles agreed; and

&etéiled-propcsais'for a pessible sgt?lement
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have been worked out by the F.0. and the

State Department. It is hoped that

£ /discussions




diseussions—with-the parties will be opened
Very -soomn. -

There can be no settlement of the
Palestine affair unless Israel pays
compensation for the abandoned property of the
Arab refugees. It is not possible to say in
advance exactly what sum would be arrived at
during the course of negotiations; but it is
thought, after consideration of all Israeli
counter-claims, that the payment of about
£100 million will be necessary. Much of this
sum will have to be provided from loans by
H.M.Government and the U.S. Goverament, but
the Israelis will have to raise some of it from
their own resources and from world Jewry,
partly to reduce the burden on the Western
Governments and partly to show the Arabs that
the Jews have made some sacrifice.

No decision has yet been taken on
the guestion of a loan by H.M.Government. But
if it is agreed that we should contribute, as
part of a general settlement, to the sum which
Israel will have to pay, it is the intention
that H.M.Government's loan should be limited
to £15 million, on the understanding that the
U.S. Government will provide £50 million.
Assuming the total to be £100 million and
allowing £5 million for loans from other
Governments, the Israelis would have to raise
£3%0 million from their own resources and from
World Jewry. The Foreign Office have suggested
that they should be allowed to seek about
£15 million of this, over ten years, by the

aale of Israel Government bonds in the United

/Kingdom

NOTHING TO BE WRITTEN IN THIS MARGIN.



IN THIS MARGIN.

NOTHING TO BE WRITTEN

WT.41348/275 65,000 3/53 A.&EW.Lto. GP.6BS

47811}

Kingdom and sterling Commonwealth.

As you know, we have hitherto refused
permission for the Israel Government to raise

funds in the United Kingdom. But in view of our

interest in a settlement of their dispute with
the Arab States, we should find it difficult to
maintain our attitude if we could make some
progress towards a general settlement such as
we have in mind. We could hardly propose to
the Israsel Government that they should raise
money from world Jewry and then put cbstacles
in the way of their doing so in the United
Kingdom. Nor would the Americans, who are our
partners in this venture and who place no
restrictions on the raising of large sums in
the United States, understand our refusal to
permit the sale of bonds here in the context of
a general Palestine settlement.

As we need to take a decision on this
very soon, I should be grateful for your views.

You will readily understand the
extreme secrecy of this matter: 1f either side
suspected in advance that we were discussing
proposals for a settlement our hopes (and these
are in any case not very high) of a successful
outcome to'any negotiations we may enter on
would be dashed. I hope, therefore, that you
will be able to restrict the circulation of this

letter for the present strictly to those who

need to know.
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Flan for Arab/Israel settlement

A suggested draft letter for Sir Leslie Rowan to send
'X' below to the Governor of the Bank of England is submiited below.

The draft has been clezsred with Mr. Shillito.

2, 8ir Leslie Rowan last saw this case on 29th April (his

YAY in minutes dated 27th and 29th April), He will like to glance
folder below
at the following papers -

'BY ibia (i) Chancellor's letter dated Lth May to the Foreign
Secretary

e R (ii) the Foreign Secretary's reply dated 6th May

tpl (iii) the Chancellor's further letter dated 7th May

Tpts (iv) the Foreign Secretary's reply dated 1lth May

tgah S (v) the Chancellor's further letter dated 13th May

gt (vi) my note dated 13th May of a discussion which

Mr. Compton, Mr. Shillito snd I had with Mr. O'Brien
SEER S (vii) Foreign Office telegram No, 2337 dated 15th May to

Washington (repezted to Cairo).

i Sir Leslie Rowan will like to know that Sir Alexander
Johnston held & meeting yesterday which was attended by you,
Mr. Shillito, Colonel Russell Edmunds and myself to consider
'Y!' pelow the draft Csbinet paper which, we understand, will be put in
by the Foreign Secretary for consideration by his colleagues
in the week beginning 13th June. The paper asks for authority
to undertake, as part of the proposed Arab/Isrsel settlement,
the following commitments -
(a) a loan to Israel of the order of £15 m.
(b) the provision of facilities for the sale of Israel
Government bonds in the United Kingdom.

/1%
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It was decided at Sir Alexander Johnston's meeting that we
should recomsend the Chancellor to put in a separate paper
dealing fully with all the financial implications of the

proposed settlement. This paper is now being drafted.

L. As you know, I have been pressing the Foreign Office to
allow us to write a letter to the Bank of England to get their
considered views about the two commitments referred to in
paragraph 3 above, The Foreign Office have only just given

me clearance on this point. Hence the draft letier to the

Governor of the Bank of England below.

e The other development which I should mention is that we
have drafted a letter to Mr, Milner at Ceairc seeking his advice
on the various financial problems raised by this plan Tor

an Arab/Israel settlement, and particularly on the danger of
inflation in the Areb states from payment of £100 m. by Israel.
The terms of the draft are now being cleared with the State
Department so that they may simultaneously send an identical
letter to the two U.S. Treasury Representatives in the Middle

East.

(A. K. POTTER)
4Lth June 1955
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DRAFT LETTER from Sir Leslie-Rowan- to
Governor of Bank of England

Plan for Arab/Israel settlement

The problem presented by the conflict between
the Arab States and Israel and the plan which was
being prepared by the Foreign Office with the
object and hope of resolving this coanflict, were

Kotaoun
mentioned to you by me in April in connection
with two proposals included in the plan, viaz.

(a) that H.i.G. should meke Israel a loan

of £15 m.

(b) that facilities should be provided for

the sale of Israel Government bonds in the

UK.

HQ. Ll Laney
i~&née¥s¢4§é that the Foreign Secretary will
shortly be asking his collesgues to give their
general blessing to the plan and in partieular to

authorize him to incur the commitments referred to

at (&) and (b) above.

2 As regards the background to &ll this T
think the Foreign Office position can be stated

as follows.

The Arsb/Israel conflict is most damaging
to the policies and the political and commercial

interests of the U.K, in the Middle East. Fear and

/hatred




hatred of Isrzel blind the Arabs to the Soviet
threat and inhibit their willing co-operation with
the West. So long as they harbour resentment at the
creation of Israel and feel humiliastion at their
defeat in the fighting of 1948, there can be no
reliance on the stability of their attitude towards

the Western world.

The Israelis, seeing the balance of power and
influence in the Middle East moving steadily against
them, and faced with the impleesbde hostility of
the Araeb states, are tempted to adopt reckless
courses before it is too late. Their growing
aggressiveness could easily lead to @ renewal of
fighting, in which H.M. Government would probably
be involved and which might end in the loss of many

of our vduecble sssets in the Arab world,

Far from easing the situatioh, &s was once
hoped, the passage of time makes 1t more dangerous
and intractable. It was in the conviction that the
situation must be stabilized gquickly that
Sir Anthony Eden suggested to lr. Dulles last
autumn that the U.S. and U,K. Governments should
urgently examine the possibility of bringing about
& settlement. Mr. Dulles agreed; and a plan for a
possible se tlementéﬁg;éjfordingly been worked
out by the ®z&. in collaboration with the Stete

Department.

3 On the finsncial side the plan envisages
payment of a net sum of £100 m. by Israsel to the
Apabs over & pericd of about ten years. The

i sum of this size in the Arab countries
receipt of a hh‘“‘# |
will itself present big problems if speswe inflation

is to be svoided and the fullest consideration will
“ /have




have to be given to this espect of the plan.
(C

5
Howeverf&he first gquestion isTﬁow is Israel to find

-,

£100 m? The plan envisages that at least £30 m.

gshould be provided by the Israel Government, either
from their own resources or by themselves raising
the money elsewhere, Of the balance of £70 m. it
is proposed that £50 m, should be made available

to Isrsel by gift or loan from the U.S. Government,
£15 m. by loan from H,M.G. and perhaps £5 m. from

the French and other Governments.

L. It is regarded as essential, if the plen is to
have any prospect of success that Isreel should
find, and be seen by the Arabs to find, a
substantisl part of the £100 m. from her own
resources., The only way in which she can conceiveBly
do this is felt to be by supplementing such

- wiltondl o ity
bedsebery contributions as’/she can make, with funds

[ 4
raised through the sale of bonds to world Jewry.
The Americans consider that the U.S5.A, as a source
of such funds is drying upland they are pressing
us to permit the sale of Israel Government bonds
ih the U.K. and the sterling Cormonwealth. The
&' 4_..' .:...."A‘c_(l_

Foreign Office believe that unlessuHTMﬁér—ge?mt%
this, a real difficulty in the way of Anglo-

American co-operation over the settlement plan

will arise. /5. It




5. It is of course uncertain to what extent

Israel Government bonds could in fact be sold in

this country except on artificially attractive

terms., Tentatively the idea is that the maximum
which Israel could contribute from internal sources
would be £10 m. and thet about £20 m, would therefore
have to be raised from the sale of bondz to world
Jewry, of which the major part, say £15 m., would
have to come from Jews in the U.K. and sterling
Commonwealth if in fact Jewish sources in the U.S.A.

are drying up.

6. The proposals both for the U.K. Government loan
of £15 m. and for the sale of Israel Government bonds
in the U.K. affect our capital position and involve

a load on our economy. A&s regards this aspect,
however, it has to be borne in mind that as the
payment of the £100 m. by Israel to the Arabs may be
spread over as long as ten years, it should be
possible to spread the disbursement of the U.K,

Government loan over & number of years.

T Apart from the possibilities of danger of
disturbance to the market if the Israel Government
is permitted to gell its bonds in this country,

the main danger lies in repercussions on our
relations with our sterling Commonwealth and
Seandinevian friends. The difficulty here would
perhaps be eased if the terms of the bonds were

such that they were more akin to a charitable appeal

than an ordinary merket issue.

& In cese the sale of bonds in this country and
in some other countries of the sterling Commonwea lth

it will be necessary to consider how

/to

is permitted,
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to limit the total amount which Israel can draw in
this way. In connection with this point, i i11p 3
J Ko W
. " " UHER aul ] Evgfs
be useful to have e vlewiLon the recent decision
of the Irish Republic to allow the sale of Israel
bonds and on the extent to which residents of the

U.K, and other sterling Commonweslth countries can,

if they so wish, invest in the bonds on sale in Eire.

|

9. We shall have to brief the Chancellor on all
this immediately he returns to London on 13th June.
We ourselves are now considering the problems
referred to in paragraphs 6, 7 and 8 above., I shall

be most grateful if we may have your congidered

views as soon as possible.
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SECRET

.

W, ARMSTRONG

We caanot of course anticipate the present exercise on capital

commitments except in the most general terms - and even that is no

more than a vague impression. T would sugcest the following for
paragraph L:-

"So far from achieving the overall surplus of £300 million on
Current Account in ocur balance of payments which we have said that

we need over the average of the years to meet our obligations for

the development of the sterling area and to maintain our positiocn
in the world, it looks as though we may fail to secure any surplus
at all in the present year. It will take very considerable efforts
to restore the position. Looking shead, there is no particular
reason to suppose things will become easier for us, and thereare
nany direetions in which new burdens snd obli

accepted. Foremost ameng these is the £87 million

the estimated cost of maintaining our Forces in Germany. Although
the financial assistance to Israel now in gussticon is a relatively
small sum, Israel is a relatively small country, and the various

colonies

=
=

small sums which we are asked to provide for our own smg

and in other directiens add up in tetal to an important item,

—
=l
(D




CABINET
PALESTINE SETTLELMGENT
Memorandum by the Chancellor of the Exchequer

I fully realise the importance and the afvantages of a settlement of

the Paleatine gquestion and I accept thei we will need to meke & finaneclal

contribuiion tmmx'd:_a a settlement in conjunction with the U.S. Government. My

colleagues will no doubt wish %o know as much as possible of the financial
implicatione end practical difficulties of settlement on the basis proposed in
O(55)96. 1In the first place, 4% is clear that our very desire to bring about a
settlement will place a powerful weapon im the hands of the Arab countries which
they will no doubt seek to use to extract from ourselves and from the U.S.
Government the maximum possible financial assistence in other directions. As
far as the U.K. is conccrned, this is particularly true of Jordan, %o which we
are already giving assistance for the Arab Legion and for developmeni totalling
about £11 million a yeays It is not possible to assess this danger in
finaneial terms, but everything possible must clesrly be done to guard against
it in the course of negotiztions. X

2, In the second place, a number of financizl points arise in connection
with the propused compensation to be paid by Israel to Arab refugees. These
points, which have since the date of the previous Cabinet paper been the subject
of detailed discussion between the Foreign Office and the Treasury and
subsequently with the Americans, are set out below.

— (a) The total figure of £100 million has in itself no very firm basis
and 1t is impossible to say at this stage that it will in fack
be acceptable to both parties, The Arabs will naturally want
more, but we can rely on the Israelis to demand that the smount

should be less, It is the firm intention of both parties te

the present Anglo-American discussions that £100 million should

Le the maximum, but great skill in negotiation will be required

o hold the smount to that figure,

/(b)

T
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(b) It is the intention thet et least £30 million should be provided by the

Israeli Government, either from their own resources or by themselves
raising the money elsevwheres 0f the balance of £70 million it has
besn suggesated that £50 million should be msde available to Israsl by
gift or loan from the U, 5. Government, £15 million by loan from H.M.
Government, and perhaps £5 million by gift or losn from the French and
other Covernments. The question of a UK. loan of the amount

l' suggested has yet to be decided; but in any case it is important that
we should no%, in addition to promising a coniribution fowards the
balance of £70 million, get ourselves into the position of in any way
wnderwriting the sum to be provided by the Israeli Government. Our
offer should be presented in such a way that we are not committed %o
contribute more than £15 million; the balance after talking account of
the American and other contriﬁutima, o be found by the Israeli
Goverument as best they can,

(e) It would be impossible for the Israeli Covernment successfully to float
a loan on the London market. It has been suggested that we might be
able to modify our existing policy as regards access by foreign
governments to borrowing in this country, to the extent of allowing the
sale of Israel Government bonds here., However the question of such
sale present serious difficuliies,

[ Qs ¥. may wish %o recast thii:-'sub-paragraph._?

(d4) There would be grave danger of serious inflation in ihe Arab countries

concerned if' a sum of the size of £100 million werc disbursed there in
uncontrolled fashion, even over a periods “he distribution of large
numbers of relatively small sums to uneducated individuals, not used
to handling money, could easily lead to the ultimate beneficiaries
being thieves, cheats and speculators, The price of land and other
forms of investment could rise to astromomical figures: Ileaving the
original recipients of the benefits with a rankling sense of grievance

that they had received no real compensation for what they had lost,.

2w /Possible




Possible ways of controlling the disbursement are being examined in
consultation with the Americanses The Arab Gowernments concerned will

have to be brought into consultation in due course.

- (e) T™he assessment of the individual amounits of compensaticn in such a way as

broadly to satisfy the claiments end lead to an effective leassening of
tension in the area, are matters of extreme difficulfy. Possible
methods are under exsmination but it is clesr that vwe must Firmly insist
on the Arab Covermments taking full responsibility for the results of
whatever system is eventually decided upon, and for meeting the

complaints of the individual cleimesnts who feel themselves aggrieved,

() Apart from the claims of individual refugees to lost property there are

a number of inter-governmental and inter-municipal claims which will no -
doubt be put forward on both nides during the course of negotiations.

It is the intention that these should be regarded as cancelling each
other out, but no doubt there will be hard bargaining which migh%,

unless we are very careful, alter the whole picture considerably.

— (g) U.N,R.,W.As Will have & large part to play in distributing the

3e

compensation and seeing that it is used fo the best advantage in
resettling the refugees., This will mean that the orgenisation will
have to continue to exist for at least ten years, whereas its present
agreed lease of life is for another five years. We Iknow from the fach
of smerican participation in the proposals for s settlemént that the
Us 5. Government, who contribude about 707 of U.N,R.W.A.'s funds would
be prepared to continue their support of UN,R.W.ds for the required
periods 1In the case of other contributors, we need io do 21l we can,
at the appropriate time, to get them to continue their support of the
Agency after five years and for as long as necessary; and, in the
context of a general settlement, they may well be diaposed to do so.
The question of the cost to UN.R.W,As of the functions it will under-
take in connection with the compensation alsco requires further
examination.

All these points require and are recelving further urgenti exsmination.

Every effort will be made fo devise matisfactory solutions of them before any

/Firm
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fim financisl commitments arve made. FHowever, I feel that my colleagues
should be aware that there ave bound to remain financial and other uncertainties
about the scheme which c¢an only be cleared up finally af'ter the decision in
principle has been taken to go ahead with the proposed settlement and in the
course of negotiations with Israel and the Arab countries.

4e VWhat we can afford fo make by way of a financial contribution towards

a setilement must $eke account of our overseas payments position.

ZE.I-‘- to develep as they would 111{3_.__7

ffhemfom, a contribution of the maximum order of £15 million by way of leoan

assistance to Israel must entail countervailing savings in our overseas paymn‘h_a].

5e Finally, once we embark on the negotiations for a setilement, we may
be driven to fulfil the purpose at a cost greatly in excess of the £100 million
figure. I truat we shall not find ourselves in the position that, after
disclosing our views about aid in the negotiatio_ns, we are pressed to provide

finsncial 2id in the hope of an eventual setilement.

&‘h‘h Jma. 192.
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7th June, 1955.

Plan for Arsb/Isrsel settlement

You will remember that Rowsn mentioned to you
sonme weeks ago a plan which the Foreign Office were
prepsring to try end solve the Arab/israel conflict.
As you know, the plan included two proposasls:-

(8) that H.M.G. should make a loan to Esrael
of £15 million;

(b) thet facilities should be provided for the
sale of Israel Government Bonds in the
United Kingdomn.

We now learn that the Foreign Secretary will
shortly be asking his colleagues to give their
general blessing to the plan, and in particular to
authorise him to incur the commitments referred to
at (a) end (b) above.

/1 enclose
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I enclose a note setting out the background
to this proposal and he pointis on which we shsll
have to reach a decision. We shall have to brief
the Chancellor on all thies as soon 83 he returns
to London on 13th June. Vie ourselves are considering
the problems reierred to in the last three parsgraphs
of the note. I should be most graterful if we might
have your views on this masitter s soon as possible.

D. H. F. Rickett
{D.H.F. RICKET? )




PLAN FOR ARAB/ISRAEL SETTLEMENT

The Arsb/isrsel conflict is most dsmaging to the policies
and the political and commercial interests of the U.K. in the
liiddle Easti. Fear and hatred of Israel blind the Arsbs to the
Soviet threat and inhibit their willing co-operstion with the
Tlest. OSo long as they harbour resentment at the creation of
Isrsel egnd feel humilistion at their defesat in the fighting of
1948, there can be no reliance on the stability of their attitude

towards the Western world.

The Israelis, seeing the balance of power and influence in
the Hiddle Esst moving steadily against them, and faced with the
hostility of the Arsb sitates, are tempted to adopt reckless
courses before it is too late. Their growing aggressiveness
could easily lead to a remewsl of fighting, in which H.M. Govern-
ment would probably be involved and which might end in the loss
of many of our wvslusble assets in the Arsb world.

Far from easing the situstion, as was once hoped, the
rassage of timne mekes it more dangerous snd intrescteble. It was
in the convietlion that the situation mmust be stabilized quickly
that Sir Anthony Zden suggested to Mr. Dulles lest sutumn that
the ¥U.8. and U.K. Governmenis should urgently examine the
possibility of bringing sbout a seitlement. Ir. Dulles agreed;
and a plan for a possible settlement has aceordingly been worked
out by the Foreign Office in collaboration with the State
Department.

On the finencial side the plan enviseges peyment of & net
sum of £100 m. by Israel to the Arabs over s period of about ten
years. The receipt of a sum of this size in the Arsb countries
will itself present big problems if considersble inflation 18 to
be avoided, snd the fullest consideration will have to be given
to this sspeet of the plan. However, the first guestion is
"How is Isrsel to find £100 m. ?" The plan envisages that st
least £30 m. should be provided by the Israel Government, either

/from




from their own resources or by themselves raising the money

elsewhere. Of the balance of £70 m., it is proposed that £50 m.
should be made available to Isrsel by gift or losn from the U.S.
Government, £15 m. by losn from H.ii.G., snd perheps £5 m. Trom
the "rench and other Governments.

It is regarded as essential, iT the plan is to have any
prospect of success that Israel should find, snd be seen by the
Arabs to Tind, & substantial part of the £100 m. from her own
resources. The only way in which she can conceivelly do this is

Tfelt to be by supplementing such contributions 2s she can make
from internal sources with funds rsised through the ssle of bonds
to world Jewry. The Americans consider that the U.5.A. as 2
source of such funds is drying up, and they are pressing us to
vermit the sale of Isrsel Government bonds in the U.X. and the
sterling Commonwealth. The Foreign Office believe that unless
this is permitted, s resl difficulty in the way of Anglo-American
co—-operation over the settlement plan will arise. '
it is of eourse uncertain to what extent israsel Government
bonds ¢ould in fact be sold in this country except on
artifieially attractive terms. Tentatively the ides is that the
maximam which Isrsel could contribute from internal sources would
be £10 m., snd that about £20 m. would therefore have to be
raised from the sale of bonds to world Jewry, of which the major
part, say £15 m., would have to come from Jews in the U.K. snd
sterling Commonwealth if in fact Jewish sources in the U.S.A.
are drying up.

The proposals both for the U.K. Govermment loan of £15 m.
and for the sale of Isrsel Government bonds in the U.K., affeects
our capital position and involve a load on our economy. As
regards this sspect, however, it hes to be borme in mind that as
the payment of the £100 m. by Isrsel to the Arsbs msy be spresd
over ss long as ten years, 1t should be possible to spresd the

disbursement of the U.K. Government loan over a number of years.

/Apart




Apart from the possibilities of denger of disturbsnce to

the market if the Isresel Government is permitted to sell its
bonds in this country, the msin denger lies in repercussions on
our relations with our sterling Commonwealth and Seandinevian
friends. The difficulty here would perhaps be essed if the terms
of the bonds were such that they were more akin to a chariisble
appeal than an ordinary market lssue.

In case the sale of bonds in this country snd in some other
countries of the sterling Commonwealth is permitted, it will be
necessary %o consider how %o limit the total smount which Isrswl
can drew in this way. In comnection with this point, it will be
useful to have the views of the Benk of England on the recent
deeision of the Irish Republic to sllow the sale of Israel bonds
and on the extent to which residents of the U.K. and other
sterling Commonwealth couniries can, 1f they sc wish, invest in

the bonds on sale in Eire.

{th June, 1955.
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1 fully reslise the importance and the advantages of a settlement of

the Palestine question and I sccept that we will peed to male a (inancial

contribution towards a settlement in conjunction with the U,S. Covernments Iy
s

colleagues will no doubt wish to kmow as much as possible of the financial

implications and practical difficulties of settlement on the basia proposed in
©(55)96s 1In the first place, it is clear that our very desire to bring about a
settlement will place a poverful weapon in the hands of the Arab countries which
they will no doubt seek to use to extract from ourselves and fyom the UsSe
Sovernment the maxlmun possible financial assistance in other Yrections, As
for as the U,%, is concoymed, this is particularly true of Jordan, to which we
are alresdy giving assistance for the irab Legion and for development totalling
about £11 million a year, It is not possible to assess this danger in
finaneial tozms, but everything possible must clearly be done to guaxd against
it in the course of negotiations.

2 In the second place, a nusber of financisl points arise in conmgotlon
with the proposed compensation to be paid by Iesrsel %o Aryab refugees, These
points, which have since the date of the previous Cabinet paper been the subject
of detailed discussion between the Foreign Office and the Treaswry and
subsequently with the Americans, are set out below,

(a) The total figure of £100 =million has in itself no very firm basis
and 4t 1s mpossible to say at this stage that it will in faoé
be acceptable to both parties, The aArabs will maturally want
move, but We Gan rely on the Isvaslis to demand that the smount
should be lesss It is the firm intention of both parties to
the present inglo=imericen discussions that £100 million should
bo the maximum, but great skill in negotiation will be required
to hold the amount to thet figuve.

/(w)
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(b) It is the intention that at least £30 million should be provided by the
Israeli Covermment, either from their om resources or by themselves
raising the money elsewhere,  Of the balance of £70 million it has
been suggested that £50 million should be made available o Isrsel by
gift or losn from the U, % Covernment, £15 million by loan from Hi
Government, and perhaps £5 million by gift or losn from the French and
other Governmenise e guestion of a UsX, loan of the amount
suggested has yet to be decided; but in any oase 1% is inportant that
w should not, in aldiden to promising a contribution towmards the
balance of £70 million, get ourselves into the position of in any way
underwriting the sum to be provided by the Isreeld Covermmend, Our
offer should be presentsd in puch & way that we aye not committed %o
eontribute more than £15 million; the balance after talking account of
the merican and othoer contributions, to be fouwnd by the Israeli
Govermment as best they cans

(o) It would be impossible for the Israeli Cowernment succesafully to float
a loan on the London markeds It has been suggested that we might be
able to modify our existing policy as regaxds acoess Ly foreign
Governwente o borrowing in this country, to the extent of allowing the
sale of Israsel Covernment bonds here, However the question of such
gale present serious difficulties.

[0.!'. may wish to recast mw

(@) There would be grave danger of serious inflation in the ireb countries
ocongerned if o oum of the sime of 2100 million were disbursed there in
uncontrolled fashion, even over a pericds "he distribution of lavge
nusbors of relatively small sums to uneducated individuals, not used
40 handling monsy, could essily lead to the ultimate beneficlaries
being thieves, cheats and speculators, The price of land and other
forms of investment could rise to astronomical figures: leaving the
original vecipients of the benefits with a renlding sense of grievance
that they had received no real compensation for what they had loste

@la /Posaible




(e) ™e asscssment of the individusl amounts of compensetion in sush a way as

Possible ways of controlling the disbursement are being examined in

consultation with the imericsnss The Arab Cowsrmments concerned will
have to be brought into consultation in dus course.

broadly to satisfy the claimants and lead to an effective lessening of
tension in the area, ave matters of extreme difficulfy, Pessible

methods are under examination but 4t is clesr that we must firmly insist
on the Arab Covernments taking full responsibility for the results of
whatever aystem is eventually decided wpon, and for meeting the
complaints of the individuel claimants who feel thommelves aggrieved,

(f) Apert from the claims of individusl refugsez to lost property there are

a numbey of intere-governmental and interemmicipal claims which will no
doubt be put ferward on both sides during the course of negotiations.
It is the intention that these should be regarded as cancelling each
other out, but no doubt there will be hard bargaining which might,
unless we are very careful, alter the whole pleture conaiderably.

(g) UslieReWode will have a large part to play in distributing the

3e

e

compensation and seeing that 1% 1o used to the best advantage in
resettling the refugees, This will mean that the organisation will
have o continue o exlst for at least ten years, whereas its present
agreed loase of life is for another five years, Ve know from the fact
of meyican participation in the proposals for a settlemént that the
UsSe Government, who contribute about 707 of UsNeRWeA.'s funis would
be prepared to continus thelr support of UN,ReWeds for the required
peried, In the oase of other comfributora, we need to do sll we com,
at the appropriate time, to get them to continue thelr support of the
Agengy after five years and for as long as mecessary; and, in the
context of a general settlement, they may well be disposed to do so.
The quation of the cost 0 UsN.R:Weds of the functions it will under=
take in conneotlion with the compensation also requives further
examination.

A1l these points require and are receiving further urgent exsmination.

Ewery effort will be made to devise satlafactory solutions of them before any

3~ :




fim finanolsl comnitmonts are mades [Howewer, I feel that my colleagues
should be awnre that there are bound to remsin financial and other uncertainties
about the acheme which oan only be cleared up finally after the decision in
pringiple has been taken $o go ahend with the proposed settlement and in the
course of negotintions with Isrssl and the Arab countries.

ke What wo oun afford to male by way of a financial contribution fowards
a seitloment must tale account of our overseas payments position.

[Pe7, %o develop as they would 1ike./

[Fhevefore, a contribution of the mucimum arder of £15 million by way of loan
assistance $o Isyael must entail countervailing savings in our overseas payments/.

5, lnally, once we embark on the negotiations for a setilement, we may
be driven to fulfil the purpose at a cost greatly in excesa of the £100 million
figure, I truat we shall not find ourselves in the position that, after
disclosing our views about aid in the negotiations, we are pressed %o provide
financial aid in the hepe of an eventual settlements
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I enclose a copy of & draft Cabinet Paper
which Rickett and I have prepared and which we
are now clearing with I.F.

We do not suggest that you should show it
to the Chancellor at this stage, but we thought
you would like to see it in good time and give
us any amendments you thought ought to be made,
so that we can get it to the Chancellor early
next week.

Paragraph 5(b) has been written in advance
of the detailed views which the Bank have promised
to let us have by the end of this week on the
proposals about the sale of Israeli bonds in this
country. At lunch to-day the Governor told
Rickett that he thought their view would be that
if H.M.G. decide, for overriding political reasons,
it was necessary to agree to this, the Bank would
not object - but they would probably suggest that
it ought to be explained in advance to the Finance
Ministers of Commonwealth countries and perhaps

also to the Norwegians.
5ﬁﬂﬁdf
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(W. ARMSTRONG)

Sir Leslie Rowan, K.C.B., C.V.O.
PARIS




Ny colleagues will wish to have my views on the finenciel
conniderations vhich arise in connection with the very important
proposals outlined in the Foreign Secretery's memorendum (0(55) ).
2, The main finencial proposals for which the Foreign Secretayy
secks the suthority of the Csbinet are in comnection with the
proposed coampensation to be pald by the Government of Israel o
Areb refugees., It will be recalled that this has been fixed at
£100 million, of which £50 million is to be made available (o
Israel by gift or loan from the U,S, OGovermment and, say, £5 million
by gift or loan from the French or other Governments, and that
(a) H,4,6, should lend a sum of the order of £15 million
to the Govermment of Israelj
(b) In order to asseist the Goverrment of Israel in finding
the £30 million remaining, permission should be given
for the sale of Israeli Government bonds, in the
United Xingdom and elsewhere in the Sterling Area in the
expectation that in this way the Government of Israel
might raise sbout £15 millien,
3. If these proposals were carried out the effect would be to
place on the U.K. economy & burden of sbout £30 million spread
over a period of sbout ten yoors., The question is not only
whether the advantages to be secured fram the proposed setilement
ave comuensurate with an additional burden of the sise, but also
vhother we dan afford it « that is to say, whether it is consistent
with our declared policy of working consistently for the
strengthening of aterling snd our external payments position.
4. I shall shortly be bringing before my colleagues estimates
of our balence of payments position over the coming twelve monthe.
Without anticipating these it can be said now that so far from
/echieving
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& achieving the overall surplus of £300 million on Current Account
in our belance of payments which we have said that we need over
the aversge of the years tc meet our obligations for the
development of the “terling Area and to maintain our poaition
in the world, it looks as though we may fall to secure any
surplus at all in the present yesr. It will take very considersble
efforts to restore the position. Looking ahead, there is no
particular reason to suppose things will become easier for us,
and there are many directions in which new burdens and
dgbligations must be eccepted., Foremoat emong these is the
£80 million a year which is the estimated cost of mainteining
our Forces in Gemmany. Although the financisl assistence %o
Isrecl now in queation is a relatively small oum, we cannot
consider this proposal in isclation., It is the cumilative
effect of a series of commitmento such as these, each of them no
doubt justified on their individual merits, which may easily in
the aggregate place too great a strain upon our balance of
payments and ouwr economic resources.

5. So much for the general background sgainst which the

questions raised by the Foreign Secretary mmst be decided, The

two propositions themselves raise a mmber of spoeific pointes-

() The proposed loan by H,M.0, would have to be made, as

ie admitted in 0(55)96, on very doubtful security =
infeed in ny view we should be decelving oureelves
if we expected much of it ever to be repaid,
Nevertheless, I can see that it is imporient tram
the presentational point of view that it should bde
deseribed as a loan - 50 that the Arvsbs at any rate
may think that 1t is to coms fvom the rescurces of
Ierasl in the long run, BSuch considerations may also
suggest that the rate of interest should be on
normal lines,

N

/(b) The




() The proposal that the Govermment of Isreel should be
allowed to sell bonde here, raisea a mwber of pointa
of speelal difficulty, In the firet place it will
clearly be essential to evoid anything which might be
construod as & commitment on owr part that any given
emount will be fortheoming from this source, since if
in feot it ald not prove possible Tor the Government of
Israsl to raise as much as they expected, they would be
tempted to turn to us for the balamce, At the sanme time
it would probebly be necessary to put a limit on the
amount to be raised in this way so as to avoid an open=

mmmt.wmw
mhMt’MWsttony’ﬁt

as far as pos the money attracted
gemine thisers with Isracl will probably be

so, the proposal is bound
t0 have reperoussions on our policy towards the ovoroeas
use of our capital resources, Ve have so far consistently
followed a policy of preserving our limited supply of
long-temn capital for the development of the
Commornwealth, end the demends for cepital for this
purpose have always been as much ae if not more than

we could manage, In particular, the Colonial

Secretary is facing the position that a mwber of
Golonies will have diffioulty in obtaining a8 much a9
they had hoped from the lLondon eapital merket, In
these oircumstances we have had to refuse access to the
market to 2 nunber of would-be borrowers from outaide
the Commonwealth, including the Norwegiens whoseo
econamie development it would be most advantageous %0
us to assist if we could, So far the dissppointed
applicants from the Comonwealth and elsewhere have
accepted our arguments that we are doing as much as we
can possibly afford; it would clesrly be Giffioult %o
justify to them the provision of epecial facilities for




6, Against this background, whatever may be decided about the
Government=to=Government loan, 1 would suggest that we should
consider whether the proposed facilities for the sale of Israeli
bonds should not be omitted from the proposals, at any rate at
the outaet, and that our representatives should merely say that
we expect the Israeli Covermment to produce £30 million from its
own resources, It may well be that the Israelis would feel
able to produce this sum, or at least a larger part of it than
the FPoreign Gecretary at present expects. At any rate I think
we should throw upon them the onus of showing that they cannot
4o so without additional special facilitieas,
7« In addition to these major iscues thers are a number of
points which have already been the subject of discussion betiween
the Foreign Office and the Treasury, and subsequently with the
Americans, and on which further work will be reguired, These arei=
(a) The total figure of £100 million has in itself no very
firm basis and it is imposeible to say & this stage
that it will in fact be acceptable to both parties.
The Arabs will naturally want more, but we can rely
on the Israelis to demand that the amount should be
lesass It is the firm intention of both parties to
the present Anglo-American discussions that £10C million
should be the maximum, but great skill in negotiation
will be required to hold the amount to that Tigure.
{b) There would be grave danger of serious inflation in
the Arab countries concerned if a sum of the size of
£100 million were diabursed there in uncontrolled
fashion, even over a period. The distribution of large
mambers of relatively small sums to uneducated
individuals, not used to handling money, could easily
lead to the ultimate beneficiaries being thieves,
cheats and speculatorss The price of land and other

/Torms of




(e)

(a)

(e)

forms of investment could rise tc astronomical figures:
leaving the original recipients of the benefits with

a rankling sense of grievance that they had received no
real compensation for vhat they had lost.

The assessment of the individual amounts of compensation
in such a way as broadly to satisfy the claimangs and
lead to an effective lessening of tension in the area,
are matters of extreme difficulty. Possible methods

are under examination but it is clear that we must

firmly insist on the Arab Government taking full
responsibility for the results of whatever system is
eventually decided upon, and for meeting the complaints
of the individual claimants who feel themselves aggrieved.
Apart from the elaims of individual refugees to lost
property there are a number of inter-governmental and
inter-manicipal claims which will mo doubt be put
forward on both sides during the course of negotiations,
It is the intention that these should be regarded as
cancelling each other outy, but no doubt there will be
hard bargaining which might, unless we are very careful,
alter the whole picture considerably,

U« R As will have a large part to play in distributing
the compensation and seeing that it is used to the

beat advantage in resettling the refugees. This will
mean that the organisation will have to continue te
exist for at least ten years, whereas its present asgreed
lease of life is Tor another five years. e know from
the fact of American participation im the proposals

for a settlement that the U.S. Govermment, who coniribute
about 70% of U.N.R.J.A.'s funds, would be prepared to
continue their support of U.W.R.W.A. for the required
periods In the case of other contributors, we need to do
all we can, at the appropriate time, to get them to

/continue







continue their support of the Agency after five years

and for as long as necessary; and, in the context of a

general settlement, they may well be disposed to do sos

The question of the cost to U.N.R.W.A. of the functions

i1t will undertake in connectlon with the c ompensation also

requires further examination.
8, Finally, as the Poreign 'ecretary admits, there is a very
real danger that once we embark on these negotiations we will be
pressed to accept further financial commitmentsz, It is clear that
our very desire to bring about a settlement will place a powerful
weapon in the hands of the Arab countries which they will no doubt
seek to use to extract from ourselves and from the U.S. Covermment
the maximam possible financial aselstance in other directions,
As far as the U.K. is congerned, this is particularly true of Jordan,
to which we are already giving assistance for the Arab Leglon and
for development totalling about £11 million a ysar. It is not
possible to agsess this danger in finaneial terms, but everything
poasible must clearly be done to guard against it in the course of
negotiation,
9, To sum upy if the Foreign Cecretary feels that it is an
essential part of his proposals that we should be willing to incur
the financial obligations discussed above, I am prepared reluctantly
to agree despite the misgivings which I canunot but feel about the
cumulative effect of this and other similar commitments upon our
external economic positien., In any event, however, I suggest that
for the reasons given in paragraphs 4 and 5 above, we should
consider whether the proposed loan from H.M.G, should not be for a
smaller amount and we should at least in the first lsetance avold

proposing to the Israelis any special facilities for railsing

money here.




TREASURY CHAMBERS, b
GREAT GEORGE STREET,
LONDON, S.W. 1.

8th June, 1955.

I enclose a copy of a draft Cabinet Paper
which Rickett and I have prepared and which we
are now clearing with I.F,

We do not suggest that you should show 1%
to the Chancellor at this stage, but we thought
you would like to see it in good time and give
us any amendments you thought ought to be made,
s0 that we can get it to the Chancellor early
next week.

Paragraph 5(b) has been written in advance
of the detailed views which the Bank have promised
to let us have by the end of this week on the
proposals about the sale of Israeli bonds in this
country. At lunch to-day the Governor told
Rickett that he thought their view would be that
if H.M.G. decide, for overriding political reasons,
it was necessary to agree to this, the Bank would
not objeet - but they would probably suggest that
it ought to be explained in advance to the Finance
Ministers of Commonwealth countries and perhaps
also to the Norwegians,

(W, ARMSTRONG)

Sir Leslie Rowan, K.C.B., C.V.O,
PARIS
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SIR ALEXANDER gOHNSTGN ec: Col. Russell Edmunds

Palestine Settlement

e W I attach a revised draft of Col. Russell Edmunde' draft
Cabinet Paper on this subject. I have agreed this with
Mr, Rickett but it requires confirmation from Sir Leslie Rowan,
who 1is at present in Paris and to whom I have sent a copy,
while paragraph 5(b) anticipates to some extent the views of
the Bank of England, who have promised us a letter hy the end
of the week.
Subjeet to clearance from these quarters and your own
views we would hope that the draft could be submitted
to the Chancellor immediately on his return to the office on
Monday next.
Meanwhile I think it would be desirable to send a copy
©6/ of the drafrt (omitting the last paragraph which we should
' i reserve for ;he Chancellor) in the next day or so, so as to

let them know how our minds are working.

\(
)

(W. ARMSTRONG)

8th June, 1955.
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June, 1955

DRAFT

CABINET
PALESTINE SETTLEMENT

Memorandum by the Chancellor of the Excheguer

My colleagues will wish to have my views on the finaneial con
siderations which arise in connection with the very important
proposals outlined in the Foreign Secretary's memorandum
(c(55) ).

2. The main financial proposals for which the Foreign Secretary
seeks the authority of the Cabinet are in connection with the
proposed conpensation to be paid by the Government of Israel to
Arab refugees. It will be recalled that this has been fixed at
£100 million, of which £50 million is to be made available to
Israel by gift or loan from the U.S. Government and, say, £5
million by gift or loan from the French or other Governments,
and that
(a) H.M.G. should lend a sum of the order of £15
million to the Government of Israel;
(p) in order to assist the Government of Israel

in finding the £30 million remaining, per-

mission should be given for the sale of

Israeli Government bonda’in the United

Kingdom and elsewhere in the Sterling Area,

in the expectation that in this way the

Government of Israel might raise about

£15 million.
3. If these proposals were carried out the effect would be to
place on the U.K. economy a burden of about £30 million spread
over a period of about ten years. The guestion is not only

whether the advantages to be secured from the proposed settle-

/ment




/Lwe cannot consider this proposal in isolation. It is the
cumulative effect of a series of commitments such as these, each
of them no doubt justified on their individual merits, which may

easily in the aggregate place too great a strain upon our balance

of payments and our economic resources.




settlement are commensurate with an additional burden of this

size, but also whether we can afford it - that is to say,
whether it is consistent with our declared policy of working
consistently for the strengthening of sterling and our external
payments position.

L. I shall shortly be bringing before my colleagues estimates
of our balance of payments position over the coming twelve
months. Without anticipating these it can be said now that

so far from achieving the overall surplus of £300 million on

Current Account in our balance of payments which we have said

that we need over the average of the years to meet our obliga-
tions for the development of the Sterling Area and to maintain
our position in the world, it looks as though we may fail to
secure any surplus at all in the present year. It will take
very considersble efforts to restore the position. Looking
ahead, there is no particular reason to suppose things will
become easier for us, and there are many directions in which
new burdens and obligations must be accepted. Foremost among
these is the £80 million a year which is the estimated cost of
maintaining our Forces in Germany. Although the financial

assistance to Israel now in question is a relatively small sum,A{

Se S0 much for the general background against whieh the

questions raised by the Foreign Secretary must be decided.

The two propositions themselves raise a number of speciflc

points:- l«&w&-ﬁ Gt,wgﬂdg,

(a) The proposed loan by H.M.G. wouldi?e,as is

admitted in C(55)96, on very doubtful security -
indeed in my view we should be deceiving ourselves
if we expected much of it ever to be repaid.
Nevertheless, I can see that it is 1hportant from
the presentational point of view that it should be

deseribed as a loan - so that the Arabs at any rate

/may




(b)

may think that it is to come from the resources of

Israel in the long run. Such considerations may

also suggest that the rate of interest should be on
normal lines.

The proposal that the Govermment of Israel should

be allowed to sell bonds here, raises a number of
points of special difficulty. In the first place

it will clearly be essential to avoid anything which
might be construed as a commitment on our part that
any given amount will be forthcoming from this source,
since if in faet it did not prove possible for the
Government of Israel to raise as much as they expected,
they would be tempted to turn to us for the balance.
At the same time it would probably be necessary to

put a 1limit on the amount to be raised in this way so
as to avoid an open-ended commitment. In order to
dist;nguish the operation quite clearly from normal
g;:i:;ins and to ensure that as far as possible the
money attracted comes from genuine sympathisers with
Israel, it will probably be necessary to insist that

a purely nominal rate of interest is offered. Even
so, the proposal is bound to have repercussions on our
policy towards the overseas use of our capital resources.
We have so far consistently followed a policy of
preserving our limited supply of long-term capital for
the development of the Commonwealth, and the demands for
capital for this purpose have always been as much as,
if not more than we could manage. In particular, the
Colonial Secretary is facing the position that a number
of Colonies will have difficulty in obtaining as much
as they had hoped from the London capital market. In
these circumstances we have had to refuse access to the
market to a number of would-be borrowers from outside

the Commonwealth, inecluding the Norwegians whose economic

/development




development it would be most advantageous to us to
assist if we could. So far the disappointed
applicants from the Commonwealth and elsewhere have
accepted our arguments that we are doing as much as
7 '\iQS we can possibly afford; it would clearly be difficult
bﬂﬁ*Jb} to justify to them the provision of special[@ét}yﬁp for
Israel.
6. Against this background, whatever may be decided about the
Government-to-Government loan, I would suggest that we should
consider whether the proposed facilitles for the sale of Israeli
bonds should not be omitted from the proposals, at any rate Fmem
the outset, and that our representatives should merely say that
we expect the Israel Government to produce £30 million from its
own resources. It may well be that the Israelis would feel
able to produce this sum, or at least a larger part of it than
the Foreign Secretary at present expects. At any rate I think
we should throw upon them the onus of showing that they cannot
do so without additional special facilities.
T In addition to these major issues there are a number of
points which have already been the subject of discussion between
the Foreign Office and the Treasury, and subsequently with the
Americans, and on which further work will be required. These
are:-

(a) The total figure of £100 million has in itself no very

firm basis and it is impossible to say at this stage
that it will in fact be acceptable to both parties.
The Arabs will naturally want more, but we can rely
on the Israelis to demand that the amount should be
less. It is the firm intention of both parties to
the present Anglo-American discussions that £100
million should be the maximum, but great skill in
negotiation will be required to hold the amount to
that figure.

(b) There would be grave danger of serious inflation in

the Arab countries concerned if a sum of the size of

£100 million




£100 million were disbursed there in uncontrolled

fashion, even over a period. The distribution of

large numbers of relatively small sums to uneducated

individuals, not used to handling money, could easily

lead to the ultimate beneficiaries being thieves,

cheats and speculators. The price of land and other

forms of investment could rise to astronomical figures:

leaving the original recipients of the benefits with a
rankling sense of grievance that they had received no
real compensation for what they had lost.

(¢) The assessment of the individual amounts of compensa-
tion in such a way as broadly to satisfy the claimants
and lead to an effective lessening of tension in the
area, are matters of extreme difficulty. Possible
methods are under examination but it is elear that we
must firmly insist on the Arab Government taking full
responsibility for the results of whatever system is
eventually decided upon, and for meeting the complaints
of the individual claimants who feel themselves
aggrieved.

(d) Apart from the claims of individual refugees to lost
property there are a number of inter-govermmental and
inter-munieipal claims which will no doubt be put
forward on both sides during the course of negotiations.
It is the intention that these should be regarded as
cancelling each other out, but no doubt there will be
hard bargaining which might, unless we are very careful,
alter the whole picture considerably.

(e) U.N.R.W.A. will have a large part to play in distribut-
ing the compensation and seeing that it is used to the
best advantage in resettling the refugees. This will
mean that the organisation will have to continue to
exist for at least ten years, whereas its present agreed
lease of life is for another five years. We know from
the fact of American participation in the proposals

/for




KI am prepared reluctantly to agree despite the misgivings which

I cannot but feel about the cumulative effect of this and other

similar commitments upon our external economic position. J Aot
& : 1 A e apaceed




8.

for a settlement that the U.S. Government, who

contribute about 70% of U.N.R.W.A.'s funds would be
prepared to continue their support of U.N.R.W.A. for

the required period. In the case of other contributors,
we need to do all we can, at the appropriate time, to
get them to continue their support of the Agency after
five years and for as long as necessary; and, in the
context of a general settlement, they may well be
disposed to do so. The question of the cost to
U.N.R.W.A. of the functions it will undertake in
connection with the compensation also requires further

examination.

Finally, as the Foreign Secretary admits, there is a very

real danger that once we embark on these negotiations we will

be pressed to accept further financial commitments. It is clear

that our very desire to bring about a settlement will place a

powerful weapon in the hands of the Arab countries which they

will no doubt seek to use to extract from ourselves and from the

U.S. Govermment the maximum possible financial assistance in other

directions. As far as the U.K. is concerned, this is parti-

cularly true of Jordan, to which we are already giving assistance

for the Arab Legion and for develcpment totalling about £11

million a year. It is not possible to assess this danger in

financial terms, but everything possible must clearly be done to

guard against 1t in the course of negotiation.

9.

To sum up, if the Foreign Secretary feelSthat it is an

essential part of his proposals that we should be willing to
incur the financial obligations discussed abovedéi—auggeat—that

Ll.ﬂ

In any event I suggest that for the reasons given in paragragtﬁE

above we should consider whether the proposed loan from H.M.G.
e

should not be for a smaller amount and[should at least in the

first instance avoid proposing to the Israelis any specisl

facilities for raising money here.

7th June, 1955.
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Dear Mr,Ridkett,

Plan for Arab/Israel Settlement

In the absence of the Governor, I am replying te your
letter of 7th June on this subject.

The most important question, to our mind, is that of
the effect on our relations with the Commonwealth and Scandinavia
of allowing the sale of Israeli bonds in this country and, to a
lesser extent, of the increased pressures from would-be borrowers
in other countries to which we may be subjected. This: is, of
course, primarily a political gquestion and therefore not our
direct concern; but our view, for what it is worth, is that
H.M,G.'s action would have to be defended on the grounds of the
exceptional nature of the operation and the importance of the
object in view. The presentation of the project would obviously
be importante.

We have, however, some doubts about the suggestion in
the Note which you enclosed that the Israeli bonds should, for
presentational reasons, be sold on "charitsble appeal" terms.

The question of terms is, of course, a matter primarily for the
Israelis; but an issue on such a basis would be an innovation
for them, and perhaps not a welcome one, in view of the effect it
would obviously have on the total subscribed. With a Tap issue,
such as this would almost certainly be, it is, of course,
impossible to align the terms closely with Market rates, other
than quite temporarily; but the probability is that in order to
maximise receipts the Israelis would wish, if they were designing
an issue specially for this Market, to offer more, rather than
less, than the general level of rates which they expected to
obtain during the period that the Tap was open. It is more
probable still that they would want, as in other countries, to
use a tranche of their current Tap issues which are designed
mainly for the U.S. market. In any event, however, the special
system of distribution through volunteers which the Israelis
would no doubt wish to use here, as they have done elsewhere,
would serve to distinguish the operation from ordinary Market
issues.

As regards the imposition of limite on the amounts
to be issued, I should have thought that this could easily be
done, perhaps over periods of six months, through the mechanism
of the C.I.C,




'///' I enclose a note setting out what we know of the

history and results of Israel's oversea bond offerings. From

the scanty figures we have of their receipts from countries other
than the U.S.A., I am left in considerable doubt as to whether they
would succeed in raising £15 million from the U.K. and sterling
Commonwealth, even over an extended period. I need hardly add
that we feel it would be most important to make clear that there
could be no question of any short-fall being underwritten by H.M.G.

You will also see from the note enclosed that we have
little information bearing specifically on the issue of Isrzeli
bonds in Eire.

Yours sincerely,

Helsiund

D.H.F.Rickett, Esq., C.B., C.M.G.




SECRET

ISRAEL

The history of Israel's external bond issues may be
summarised as follows.

In March 1951 the U.S. Securities and Exchange
Commission approved a $500 million "Independence issue™ to be made
in the United States. The securities were a l5-year 32% Bond
and a 12-year Saving Bond carrying no interest, but redeemable at
150% at maturity. Both securities were issued at par and were
non-transferable until 1954, after which they might be exchanged
for bearer. When the Tap was closed in 1954 $1343% million of
Bonds had been sold.

In March 1954 a "Development issue™ of up to
#350 million was authorised for sale both in the United States and
abroad. The securities in this case were a l5-year Bond, carrying
interest at 4%, and a 10-year Saving Bond, redeemable at 150%,
both issued at par and both non-transferable until July 1959.

This issue is still running.

Both the Independence and the Development issues
carry special rights of early redemption in the event of the death
of an original subscriber. Interest and principal are payable in
U.S. dollars, with the holder having the right to opt for
redemption in Israeli currency. The distribution of both issues
was made, not through Market channels, but through a special
voluntary organisation.

We know little of the operations in Eire except that
permission for the sale of bonds in that country was given in
February of this year. We then coensidered whether any action was
called for on our part. We concluded that the Exchange Control
could do nothing and that the attraction of the issue to U.K.
residents was likely to be so slight that we need make no
representations to the Eire Authorities.

In January 1955 it was clgimed that sales of these

bonds had been allowed in -




UaB s
Canada
M
Uruguay

Venezuela

Cuba

Peru

Puerto Rico

Holland

Belgium

Switzerland

and 14 other countries.

Total sales in 1953 are given as $36.8 million, and in 1954 as

wh0.,5 million; dit is clear that the bulk of these are made in

United States. t is said that in 1954 $l.1 million were sold

in Holland and #0.75 million in Switzerland.
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S8ir Alexander Johnston

attached for Economie
Secretary

3. MR. PETCH

PALESTINE SETTLEMENT

Memorandum by the Foreign Secrefary -
C,P.(55)35

After many changes of plan the Foreign Office have now
asked that their proposals for the Palestine Settlement be
taken by the Cabinet on Thursday next and have circulated the
attached memorandum by the Foreign Secretary.

This follows the draft which we were given last week
and on the basis of which we warned the Foreign Office that we
thought the Chancellor would wish to circulate a paper himself
on the finaneial aspects.

The draft of such a paper is below. It was prepared at
a time when we thought the Foreign 0ffice wished the matter to
be taken tomorrow and was approved by Sir Alexander Johnston
and Sir Herbert Brittain for that purpose. Since then we have
had the views of the Bank (letter of 10th June below) on the
question of the sale of Israeli bonds in this country; the only
alteration that is required in the paper is the deletion of the
fourth sentence of paragraph 5(b) dealing with the rate of
interest. I have also added a sentence to paragraph 8 to deal
with a point made by Colonel Russel Edmunds in his minute of
10th June below,

The main point of the paper is not to oppose the financial
side of the Foreign Secretary's proposals, but to bring home to
the Cabinet the difficulties which they present for us, parti-
cularly in the present balance of payments situation, and to
urge as strongly as possible that these should be minimised by

(a) redueing, if possible, the amount to which we are

committed for a Govermment-to-Government loan;

/b)



(b) not including in our imtial offer the proposal
to make facilities here for the sale of Israeli
bonds but condeding this only if the Israelis ean
show clearly that they would be unable to raise the
whole of their share of the compensation payments

from their own existing resources.

(W. ARMSTRONG)

13th June, 1955.
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SIR ALEXANDER JOHNSTON [S*

COFY TO:- Mre W. Armstrong

CuP.(55)35 and C,P.(55)36
PALESTINE SETTLEMENT

The Chancellor is already very familiar with this subject and the second
of these two papers represents his own reactions to the first, put in by the
Foreign Secretary, and to Sir Anthony Eden's paper C.(55)96 of 6th Aprils The
Chancellor's paper follows closely in its later stages a text which the Chancellor
approved in April, but brings out more clearly the Balance of Payments difficulties,
particularly in relation to Commomwealth policy, of paying large sums to Israel,
and the abjections to allowing the eale of Israeli Bonds in the Sterling Area.

The sdatement of the latter follows closely the advice given to us by the Bank of
England,

2, Ii is recommended that the Chancellor should if possible, for the reasons
given in his paper, persuade his colleagues to agree to the omission of any offer of
facilities for the sale of Israeli Bonde at the outsets Apart from this, baving
brought the finsncial difficulties and dangers to the notice of the Chancellor and
through him to the notice of his colleagues, the Treasury do not wish %o advise him
definitely to oppose the whole plans The factors involved are largely political in
natures Ve must recognise the importance to the whole world of arriving at a
settlement in the Middle Easts Mr, Dulles is personally very interested in the plan
and it would be greatly to the disadvantage of the U,K. if the Americans were to go
ahead with it, and bring it to success, without U,K. participations It is for
Ministers o decide whether these factors are of sufficient weight to override the
finsncial difficulties we have pointed oute But one danger must be avoided: that
we should become involved in financial commitments which we could not subsequenily
escape, without positive assurance that they will lead to a real and efflective
settlements If there is any sugsestion that we should make definite offers in the
hope that the Arabs and Israelis will thereby be persuaded to seitle their

differences, it is recommended that the Chancellor should oppese it strongly.
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